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CHAPTER 1. 



WHY WE NEED MONEY. 



It would hardly be possible to overstate the need of 
the world to-day for an adequate gfystem of money 
and banking. Without them we could not have made 
the progress we already have ; only as they meet our 
future needs can we continue to advance. It is a com- 
mon saying that the introduction of power machinery 
brought about an industrial revolution. Similarly we 
may say that the development of money and credit ar- 
rangements has been accompanied by a continual evo- 
lution in commercial dealings, and has made possiUe 
our present business system. Without some such busi- 
ness £fystem, modem methods of production would not 
be possible, no matter how abundant our water power 
and coal and gas supply or how great our resources 
in the way of raw materials. 

Division op Labor. 

The great central characteristic of modem business 
is organization — specialization. Instead of working 
separately and as individuals, modem men are each 
parts of a great scheme of co-operation which includes 
the whole world in its scope. No successful man can 
live to himself alone. He knows one particular trade 
or kind of work, and this only he does for a hundred 
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or a thousand or ten thousand people. In turn, one 
thousand or ten thousand or a million people contrib- 
ute each one some bit to his means of comfort or en- 
joyment. The basis of the organization of production 
is what we know as division of labor and localization 
of industry. This division of labor has existed to a 
certain extent for many centuries but has been 
rapidly carried, since the development of power ma- 
chinery and the factory system, to extremes un- 
dreamed of before that time. 

Growth op the System. 

It is probable that in very early times there was 
not even such a rough division of occupations as 
would cause different trades to be distinguidied. 
Every man built his own house and made his own 
clothes, as well as producing his food supply from 
his flocks and herds or from some simple system of 
agriculture. But houses thus built and clothes so 
made were but crude and unsatisfactory, at best, and 
there was very early a giving over of this work to 
some person who followed it as a trade, spending all 
his time in making clothes or building houses for 
the community, and in turn receiving his supplies 
of goods from those who thereby had more time to 
devote to production. To-day it is only in the most 
backward of communities that a family approaches 
this condition where it supplies all its own wants. 

Modern Phase. 

The trades and professions that emerged very early 
are becoming divided and subdivided to a greater and 
greater degree. In medicine, the day of the general * 
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practitioner is fast diiappearing and instead we hate 
tiiroat specialists^ long specialists, heart specialists, 
nerve specialists, and the like. In industry we do not 
find one man any longer eempleting the whole of a 
product in most cases. Each man cuts a particular 
piece of metal, or cloth, or leather, as the case may be 
or runs a particular seam, puts parts together, or per- 
forms a single step in the finishing process. Suppose 
the article to be made is a chair. One man turns out 
the round parts, another glues tiie frame, still another 
sandpapers it ready for fini^ing, it is dipped in the 
staining tank by another, varnished by a man who does 
nothing else, rubbed down by a boy, and finally in- 
spected to see that all previous work has been property 
done. Each one of these many workers does only one 
part of the process, but in this he gains marvelous 
speed and skill. 

The Benefits. 

It is simply the old saying that practice makes per- 
fect. The worker performs the one little process 
so often that the few movements necessary become 
automatic. He wastes no time in planning or in 
studying out his task as it progresses. In fact it 
is probable that the action becomes a mere refiex 
movement, and the brain is not called upon in each 
case to direct the muscles, but they become co- 
ordinated with reference to that particular work, and 
the worker therefore need spend only a surprisingly 
small amount of energy. To be sure, this introduces 
a certain monotony into the work, but that is more 
than compensated by the variety of the products which 
can be obtained from that work. Through our modem 
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system of exchange the laborer dm turn his labor into 
a countless variety of products which make his life 
comfortable and enjoyable and which he could never 
possibly have produced for himself. This variety of 
consumption is one of the great benefits of modem 
organization of society. 

A Place fob Everyone. 

Organization and specialization make for efficiency, 
because they tend to have a man do the kind of thing 
he is best fitted to do by reason of some natural ability 
or special training or a combination of these, and 
keep him always working at his best. Likewise, it 
means that the different tasks are done by the persons 
best fitted to accomplish them. This means economy 
of effort as well as great improvement in the quality 
of the product. The division of labor makes modem 
society efficient, because it gives everyone an oppor- 
tunity to find that peculiar place for which he is best 
adapted, whether his abilities be small or great. By 
division of labor, tasks are so sub-divided that even 
the weak or unintelligent can master one of these 
simple processes, and thus the less efficient are not 
crowded out. At the same time, this means that the 
dradgery of life is largely taken over by such persons 
of lower attainments, and the strong and able are left 
relatively free to devote their time and energies to 
activities of a higher order, and in these higher activi- 
ties to become remarkably proficient. 

Localization op Industry. 

The same reasons explain the appearance and 
development of the system of localization of industry. 
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Certain localities present certain advantages, either 
natural or artificial, for certain kinds of productive 
enterprise. It may be that a given locality has large 
deposits of coal or iron or other minerals, large 
forests, or a particularly rich soil and favorable 
climatic conditions. Such conditions will surely tend 
to have such a section develop along the lines of min- 
ing, or lumbering, or agriculture, as the case may be. 
Similarly, an abundant supply of water power, coal, 
or natural gas, will present conditions favorable to 
the development of a manufacturing center, particu- 
larly if such conditions are accompanied by nearness 
to raw material or convenient means of transporta- 
tion. 

Examples of Localized Ii^ustby. 

In our own country, reasons such as these can 
be clearly seen to account for the large amount of 
manufacturing in the New England States, the com- 
mercial greatness of New York City, the agricultural 
importance of the Mississippi Valley, and the pro- 
duction of minerals in certain mountainous sections. 
Probably one of the best examples of such localization 
is found in the production of hard coal in the United 
States. According to the last census, three counties 
in the State of Pennsylvania produce three-fourths of 
all the anthracite coal mined in the United States. 
Certain manufactures show a similar tendency to 
locate in certain small areas, often in a single city. 
The census shows that New York City produces over 
one-half the clothing made in the United States, 
Chicago about one-fourth of the total output of agri- 
cultural implements, and the city of Troy, New York, 
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in spite of its empanttit^ small size, fumishes 
89.5 per eeni. of the total outpat of collars and caffii. 
As to the division of labor, the Special Report of the 
United States Census Bureau on ''Employes and 
Wages" shows 245 different kinds of work in the irmi 
and steel industry, and 186 such divisions in the 
factory production of shoes. 

Great Number of Exchancubs. 

The results of this division of labor and localisation 
of industry are familiar to all of us. Division of labor 
goea hand in hand with the wage s3rstem, and ike 
localization of industry is likewise favorable to the 
growth of the middleman. Both increase the volume 
of exchanges and therefore create a demand for 
money and for banking accommodations. When a man 
produced all that he consumed, or when a group of 
men, united into a clan, together produced all that 
the olan together consumed, there was no need for 
money or even for barter, or the exchwge of com- 
modities. Even with the first developments into 
trades, as we have seen, there was comparatively little 
need because of the fact that payments were made by 
simply exchanging directly the things produced. But 
under modem conditions such a simple system is ab- 
solutely impossible. 

Barter iNADEguATE. 

Let us take for example a large industrial establish- 
ment such as the Baldwin Locomotive Works. The 
idea of paying the employes directly in the product of 
the concern is absurd. The product, like the pro- 
ucers, has become highly specialized. Only the finidied 
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product I188 any market value, but a finished locomo- 
tiye would be the lasrt; sort of thing that a moulder or 
a machinist or a pattern-maker would desire to receive 
in exchange to^r his services. Probably some of them 
would have to work at least fifty years before their 
wages would entitle than to such a unit of payment. 
It would be impossible for them to support themselves 
for such a length of time in anticipation of an ultimate 
payment, and even when received it would be unavail- 
able for the actual needs of the worker. He could not 
exchange it directly for food or elotiiing or house 
rent^ but would have to find some person or company 
to whom he could get rid of it and in exchange get 
something which would be desired by the grocer and 
the butcher and the landlord. What the worker wants 
is payment in some form which can be at once con- 
verted into these necessities of life. It is to meet just 
that need that our money systems of to-day have 
grown up. 

A Medium of Exchange Needed. 

Division of labor and large-scale production has 
tended to separate producer and consumer and to 
make any system of direct barter out of the question. 
There has grown up therefore the need of a medium 
of exchange. 

By a medium of exchange we mean simply that 
commodity which wiU be universally acceptable by 
all persons in payments for services or goods. We 
will suppose that ''A'' is a tailor. He has on hand 
numerous suits of clothing which he has no use for 
himself, but on the other hand he perhaps desires a 
piano. It is possible that no one who has a piano to 
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dispose of desires to get a suit of clothes such as the 
given tailor has to offer, or certainly that he does not 
wish to receive the whole value of the piano in the 
form of clothing. Here enters the middleman, doing 
away with the need for any such direct system of 
barter. Instead, the man with the suits sells them 
for a medium of exchange, which he accumulates un- 
til such time as he has an amount which will be ac- 
cepted in payment for the desired piano. The man 
who receives this medium for his piano has something 
which he in turn can transform into the various 
articles which he needs, either in his business or in his 
domestic life, and is not obliged to take payment in 
the form of clothing or any other bartered goods for 
which he has no need. 

Various Articles Used. 

The article to be used as such a medium of exchange 
will depend upon the times and circumstances. To- 
day it is coin or paper currencgr issued by the author- 
ity of government, but in the past other articles have 
been used for this purpose. Always, however, the 
medium of exchange, whatever it is, must possess cer- 
tain qualities which make it satisfactory and desirable 
to those who have occasion to use it. Among people 
engaged in cattle or sheep raising it is probable that 
the medium of exchange in early times was cattle or 
sheep, and among agricultural people, grain, tobacco, 
olive oil, and other forms of staple produce have been 
used in effecting exchanges. But such a system will 
be adequate only when conditions are very simple and 
the needs of the people comparatively few. In a 
complex civilization like that of to-day, all of these 
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earlier mediums of exchange would be unsatisfactory 
and have therefore been abandoned. In place of them 
we have in all civilized countries a fifystem of money 
based upon coins made by authority of the Govern- 
ment from certain metals, principally gold. 

Other Services op Money. 

Besides its actual service in passing from hand to 
hand in the course of trade, money performs two other 
services of a slightly different nature but somewhat 
similar to each other. The first of these is that it 
serves the purpose of a measure or standard of value, 
and the second, growing out of this, a standard of 
deferred payments. In many transactions where no 
money passes we still use the terms ** dollars" and 
cents'' to express the value of the property trans- 
ferred. Without some such standard commodity, we 
would be without the means of quickly stating the 
value of any given property so that others would be 
able to comprehend the value which we placed upon 
it. For example, if trade were carried on by barter 
and if money were unknown, a man who is asked to 
put a price upon a horse or a piece of land or any 
other goods which he might have for exchange, would 
have to express this price in terms of all the other 
possible commodities for which it might be exchanged. 
Thus instead of saying that the price of the horse 
which he offered for sale was $100, he might say that 
it was equal to two cattle, six sheep, eight hogs, one 
hundred bushels of wheat, one hundred and fifty 
bushels of com, or any other from an infinite list of 
articles. 
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A Standard of Pbicbs. 

Money gives us a common denominator with which 
all articles can be compared and their value and con- 
sequent price definitely determined. Similarly, if 
one has payments to make in the future, he must have 
gome standard by which to measure those payments. 
He may buy to-day a piece of ground which he ex- 
pects to pay for ten years from now or on which he 
expects to pay annual rentals for a long period. The 
owner desires to have these future payments meas- 
ured by some stable standard, whose value he feels 
reasonably certain of, not ia terms of ordinary articles 
of use or consumption whose value may have de- 
creased or entirely disappeared before the time of 
such future repayment. 

QuAUTiBS OP A Money Commodity. 

To see why money in the forms in which we know 
it has come into use, we will notice what qualities are 
desired in a medium of exchange and standard of 
values and deferred payments. The first requisite of 
money is that it shall be possessed of a fairly definite 
and stable value. No man will be willing to accept 
in payment for his services or goods a thing of whose 
value he is uncertain, or if he does accept such an 
article it will probably be only at a safe discount. 
Likewise the money medium must possess great 
enough value so that large payments may be made 
with it without too great inconvenience. The Greeks 
began to use iron as money in the early days when 
its production was so limited that it ranked among 
the precious metals, but later with the cheapening of 
its production they abandoned its use, and the idea 
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of a thousand dollars worth of iron money to-day is 
absurd. 

On the other hand a metal which is too scarce 
or whose value is increasing because its supply is 
not adequate to the demand for use in the arts, is 
poorly adapted to use as money. An example of this 
is seen in the case of the Russian attempt to coin 
platinum. Platinum was produced in only a few very 
small sections, and the demand for its use in electrical 
apparatus, gas engines, and modem scientific instru- 
ments is increasing at a rate greater than its produc- 
tion. The result is that Russia was unable to keep 
such coins in circulation. This means also that the 
precious metals are not well adapted to make up the 
whole of a system of money, because if used for coins 
of low value their size would be so small as to cause 
great inconvenience and danger of loss. It is for this 
reason that almost all countries supplement their 
gold coinage by the use of silver, bronze, and some- 
times nickel. 

Minting Quauties. 

Another quality which is desired in the money 
medium is that it shall readily admit of being put in 
the form of coins which will take the stamp and de- 
sign of the government and which will be reasonably 
durable for this use. Both gold and silver when 
mixed with 10% of copper as an alloy, as is done in 
the United States, possess excellent minting qualities. 
Besides being clearly stamped, coins to be easily 
recognized should be of suflSciently different size so 
that they can be distinguished even without pausing 
to notice their design or read their inscription. The 
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idea of having coins of different shapes has been 
abandoned by all civilized countries, in favor of round 
coins. These qualities of coin money are commonly 
spoken of as durability, cognizability, and portability. 
Most civilized countries economize the use of metals 
by issuing paper certificates which circulate in place 
of coin. These possess advantages of convenience, 
ease of counting, and lightness, but must be issued 
only against actual deposits of coin or against the 
well established credit of the country. So far as they 
circulate in place of coin money, they prevent its loss 
by wear. 

Summary. 

To sum up then, we may say the modem man, for 
the sake of technical efficiency, devotes his whole time 
to one special kind of production. Of his product he 
consumes little or none, but must exchange it for 
some valuable thing which he can then in turn ex- 
change for those things which he does desire to con- 
sume. To effect this exchange he uses money or some 
form of credit based on money. Banks, in handling 
credit, extend the labor-saving work of money. This 
point was well set forth by Adam Smith in the follow- 
ing passage from **The Wealth of Nations.'' 

"The gold and silver money which circulates in any 
country, and by means of which the produce of its 
land and labor is annually circulated and distributed 
to the proper consumers, is all dead stock. The Judi- 
cious operations of banking by substituting paper in 
the place of a great part of this gold and silver enable 
the country to convert a great part of this dead stock 
into active and productive stock, into stock which pro- 
duces something to the country. The gold and silver 
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money which circulates in any country may very 
properly be compared to a highway, which, while it 
circulates and carries to market all the grass and com 
of the country, produces itself not a single pile of 
either. The Judicious operations of banking by provid- 
ing, if I may be permitted so violent a metaphor, a 
sort of waggon-way through the air: enable the 
country to covert, as it were, a great part of its high- 
ways into good pastures and cornfields, and thereby 
to increase very considerably the annual produce of 
its land and labor." 
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CHAPTER 11. 



OUR OWN SYSTEM OF MONEY. 

The system of money now existing in the United 
States consists of gold, silver, nickel, and copper coins, 
United States notes, Treasury notes. Treasury certifi- 
cates of deposit, and national bank notes. The basis 
of the system is a gold dollar of the weight of 25.8 
grains, nine hundred one-thousandths fine. To be sure 
this gold dollar is not now coined, but all other coins 
are based upon its valuation. The coin was found to 
be too small for convenient circulation and was there- 
fore discontintied by the act of September 26, 1890, 
but since that time there have been put out two issues 
of souvenir gold dollars, one of about two hundred 
and fifty thousand dollars coined in honor of the 
Louisiana Purchase Exposition, and one of about 
sixty thousand dollars in honor of the Lewis and 
Clark Exposition. The three-dollar gold coin was 
also dropped from the coinage by the Act of 1890 
and the quarter-eagle or two dollar and fifty-cent gold 
coin is now issued only by the Philadelphia mint, and 
in comparatively small numbers. The gold coins in 
our system, therefore, are four in number; the quarter- 
eagle, half-eagle, eagle, and double eagle ; of the value 
respectively of two dollars and a half, five dollars, ten 
dollars, and twenty dollars. 



so 




OUR OWN SYSTEM OF MONEY 



Silver Coins. 

Our silver coins are the silver dollar, half-dollar, 
quarter-dollar, and dime. The coinage ratio of silver 
and gold is sixteen to one, and the silver dollar there- 
fore weighs 4121^ grains. Our silver coins, like those 
made of gold, are alloyed with ten per cent, of copiwr 
to give them the necessary hardness. The half dol- 
lar, quarter dollar, and dime contain less than their 
proportionate weight of silver, or are what is known 
as ** debased" coins. The amount of this debasement 
is about seven per cent., so that the half-dollar weighs 
192.9, the quarter-dollar 96.45 and the dime 38.58 
grains. In 1853 the price of silver was so high that 
silver coins were worth more as bullion than as coin. 
As a result these coins were melted up or exported 
and the country was left without the necessary small 
coins with whidi to make change.'* To prevent this 
destruction of our subsidiary coins, they were debased 
in 1853 by having the legal weight changed and 7^% 
less silver put in them. , 

Value op Silver Coins. 

Since then slight changes have been made in 
the respective weights, but they have never been 
restored to the full weight in proportion to the 
silver dollar. With the great increase in silver 
production, its price fell and silver coins have 
never been returned to full value equal to the denomi- 
nations stamped upon them. They circulate readily, 
however, inasmuch as the government has established 
by the act of 1900 a policy of exchanging these coins 
for gold according to the value stamped upon them, 
irrespective of the value of the bullion which they 
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contain. Silver 20-cent pieces, half -dimes, and three 
cent pieces were formerly parts of our coinage system 
but have been discontinued, either because too small 
or so closely resembling other coins in our system as 
to cause confusion. 



Minor Coins. 

The so-called ** minor" coins are the nickel 5-cent 
piece and the copper cent. There were formerly three 
cent and one cent nickel coins, bronze two-cent pieces, 
and copper half-cents, but none of these have been 
coined since 1873. 

The Mints. 

To produce these ten different coins, our Treasury 
Department maintains four mints in various parts of 
the country. The most important of these is located 
in Philadelphia, and the others are found at New 
Orleans, Denver, and San Francisco. A fifth mint 
formerly existed at Carson City, Nevada, and still 
bears the name of mint although it does no coinage 
whatever, but simply performs the same services as do 
the various government assay oflSces, receiving deposits 
of bullion which it transfers to the other mints for 
coinage. 

Free Coinage of Gold. 

At any one of these four mints, gold can be 
presented and in exchange for it gold coins received 
to the amount of the value of the pure gold delivered, 
as ascertained after weighing, refining, and assaying 
the gold so delivered. In theory the government coins 
all gold presented at its mints or assay oflSces for any 
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penon who so desires it. That is we have **free coin- 
age" of gold. In practice however, the government 
really buys such bullion, old jewelry, nuggets, gold 
dust or amalgam, since the depositor ordinarily does 
not wish to wait for the coinage of the actual metal 
delivered, even if the government undertook to keep 
each lot separate during the process of minting. 

Silver Purchase. 

Silver bullion is no longer purchased by the govern- 
ment except in such small quantities as may be mixed 
with the gold bullion. Such **base'' bullion will be 
purchased only in case it contains at least thirty per 
cent, of pure gold. From 1878 until 1893, the govern- 
ment was a very large purchaser of silver bullion in 
accordance with the Bland-AUison and Sherman 
Silver Purchase Acts. The first of these acts provided 
for the purchase of from two million to four million 
ounces of silver per month and the latter act, passed 
in 1890, provided for the purchase of four and one- 
half million ounces per month, provided the market 
price did not go above $1.29 per ounce. Two million 
ounces of silver were to be coined each month until 
July 1, 1891. The remaining silver was stored in the 
treasury and has been drawn upon for coinage pur- 
poses until the present time and is not yet entirely 
exhausted. Silver dollars have not been coined since 
1905, and many of the old and mutilated coins have 
been re-coined in the form of subsidiary silver. 

Nickels and Pennies. 

For the making of minor coins, the Philadelphia 
Mint purchases nickel and copper in the form of 
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blanks ready for stamping, in such quantities as the 
officials deem necessary for the demands of trade. 
Banks and commercial houses are constantly making 
demands upon the mint for these small coins and in 
1909 it was deemed necessary to provide greater facil- 
ities for the furnishing of these coins. Accordingly 
in that year/ the coinage of the bronze cent was begun 
in the San Francisco Mint. The mints at Denver and 
at New Orleans do not coin either nickels or pennies. 

Sbionioraoe. 

Since the government purchases nickel, copper and 
silver at the market rate and is able to put them into 
circulation at a higher valuation, after placing its 
stamp upon them, it is evident that a certain profit is 
made upon the transaction. This profit is known as 
seigniorage, from the old word seignior, meaning lord 
or ruler, since this privilege of coinage was one of the 
most valuable of the privileges of ancient monarchs. 
The seigniorage on subsidiary silver coined in the 
United States during the year ending June 30, 1909, 
amounted to $5,800,917.80. On the other hand there 
is a loss from the re-coinage of worn or abraded coins. 
In the same year this loss from re-coinage amounted 
to $26,049.38 and on silver coins $65,018.05. 

Paper Currency — The Greenback. 

Of the various forms of paper money we will notice 
first the so-called greenback. These are Treasury notes 
issued by the Government at the time of the Civil 
War in order to furnish funds to carry on the war 
at a time when it was impossible to float bonds on 
satisfactory terms. Three issues of $150,000,000 each 




OUR OWN SYSTEM OP MONEY 



25 



were put out during the years 1862 and 1863. After 
the close of ihe war, about $100,000,000 of these notes 
were withdrawn from circulation and retired, but 
$346,681,016 are still kept in circulation, old or torn 
notes being replaced by fresh ones from time to time. 
Since 1879, greenbacks have been redeemable in gold, 
and for this purpose a redemption fund of not over 
$150,000,000 in gold is maintained by the Treasury. 
If the demands for redemption are so great at any 
time as to reduce this fund to less than $100,000,000, 
the Secretary of the Treasury is authorized to sell 
government bonds in such amount as is needed to 
restore this amount. This provision is contained in 
the second section of the Gold Standard Act of March 
14, 1900, as follows: 

** • • in order to secure the prompt and certain 
redemption of such notes, it shall be the duty of the 
Secretary of the Treasury to set apart in the Treasury 
a reserve fund of one hundred and fifty million dol- 
lars in gold coin and bullion, which fund shall be used 
for such redemption purposes only ; and whenever and 
as often as any of said notes shall be redeemed from 
said fund it shall be the duty of the Secretary of the 
Treasury to use said notes so redeemed to restore and 
maintain such reserve fund in the manner following, 
to wit : First by exchanging the notes so redeemed for 
any gold coin in the general fund of the Treasury; 
second, by accepting deposits of gold coin at the 
Treasury or at any subtreasury in exchange for the 
United States notes so redeemed ; third, by procuring 
gold coin by the use of said notes, in accordance with 
the provisions of section thirty-seven hundred of the 
Revised Statutes of the United States. If the Secre- 
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tary of the Treasury is unable to restore and main- 
tain the gold coin in the reserve fund by the foregoing 
methods, and the amount of such gold coin and bullion 
in said fund shall at any time fall below one hundred 
million dollars, then it shall be his duty to restore the 
same to the maximum sum of one hundred and fifty 
million dollars by borrowing money on the credit of 
the United States, and for the debt thus incurred to 
issue and sell coupon or registered bonds of the 
United States, in such form as he may prescribe, in 
denominations of fifty dollars or any multiple there- 
of, bearing interest at the rate of not exceeding three 
per centum per annum, payable quarterly, such bonds 
to be payable at the pleasure of the United States 
after one year from the date of their issue, and to be 
payable, principal and interest, in gold coin of the 
present standard value." 

Treasury Notes op 1890. 

Similar to the greenbacks are the Treasury notes 
of 1890, which were issued in payment for the silver 
bullion purchased under the provisions of the Sher- 
man Act, to which we have already referred. The 
total amount of notes so issued was about $156,000,- 
000, but they have now practically disappeared from 
circulation, as it has been the policy of the govern- 
ment to retire them as fast as possible, putting in their 
place silver certificates issued against deposits of the 
dollars coined from the silver originally purchased 
with the Treasury notes. There are now less than 
$5,000,000 of these Treasury notes of 1890 in circu- 
lation. 
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Gold and Silver Certificatbs. 

The third kind of paper money which we find in 
our circulating medium is the deposit certificate issued 
by the government against gold and silver coin and 
bullion on deposit in the Treasury. They have the 
great advantage of being light and convenient for 
ordinary business use and at the same time being 
secure because of the actual deposits against which 
they are issued. The amount of gold certificates out- 
standing, according to last available figures, was 
$782,976,619, and of silver certificates $465,278,705. 
Silver certificates are now issued in denominations of 
$1.00, $2.00, $5.00, and $10.00, and are very conven- 
ient substitutes for the use of silver dollars and gold 
$5.00 and $10.00 coins. A few silver certificates are 
issued in larger denominations in accordance with the 
following provision of the Act of 1900: 

"Sec. 7. That hereafter silver certificates shall be issued 
only of denominations of ten dollars and under, except that 
not exceeding in the aggregate ten per centum of the total 
volume of said certificates^ in the discretion of the Secre- 
tary of the Treasury, may be issued in denominations of 
twenty dollars, fifty dollars, and one hundred dollars; and 
silver certificates of higher denomination than ten dollars, 
except as herein provided, shall, whenever received at the 
Treasury or redeemed, be retired and cancelled, and certi- 
flcates of denominations of ten dollars or less shall be sub- 
stituted therefor, and after such substitution, in whole or 
in part, a like volume of United States notes of less 
denomination than ten dollars shall from time to time be 
retired and cancelled, and notes of denominations of ten 
dollars and upward shall be reissued in substitution there- 
for, with like qualities and restrictions as those retired and 
cancelled." 

The gold certificates are issued in larger denomina- 



Digitized by 



28 



PRACTICE OF BANKING 



tions and are a convenient substitute for gold coin in 
making large payments. Their denominations are 
from $10.00 up to $10,000, according to the sixth 
section of the Gold Standard Act. 

"Sec. 6. That the Secretary of the Treasury is hereby 
authorized and directed to receive deposits of gold coin 
with the Treasurer or any assistant treasurer of the United 
States in sums of not less than ten dollars, and to issue 
gold certificates therefor in denominations of not less than 
ten dollars, and the coin so deposited shall be retained 
in the Treasury and held for the payment of such certifi- 
cates on demand, and used for no other purpose. Such 
certificates shall be receivable for customs, taxes, and aU 
public dues, and when so received may be reissued, and 
when held by any national banking association may be 
counted as a part of its lawful reserve: Provided, That 
whenever and so long as the gold coin held in the reserve 
fund in the Treasury for the redemption of United States 
notes and Treasury notes shall fall and remain below one 
hundred million dollars the authority to issue certificates 
as herein provided shall be suspended: And provided 
further, That whenever and so long as the aggregate 
amount of United States notes and silver certificates in the 
general fund of the Treasury shall exceed sixty million 
dollars the Secretary of the Treasury may, in his discre- 
tion, suspend the issue of the certificates herein provided 
for: And provided further, That of the amount of such 
outstanding certificates one fourth at least shall be in 
denominations of fifty dollars or less: And provided 
further. That the Secretary of the Treasury may, in his 
discretion, issue such certificates in denominations of ten 
thousand dollars, payable to order." Greenbacks are 
issued only in denominations of 110.00 and upward to 
11.000." 

National Bank Notes. 

Finally we have the National Bank note. These are 
issued by banks chartered by the Federal Govern- 
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ment under the National Bank Act, and secured by 
deposits of lawful money with the Comptroller of the 
Currency to provide for their redemption, and of 
United States Oovernment Bonds to an amount at 
least equal to and in some circumstances greater than 
the total value of all such notes issued. The con- 
ditions of their issue will be taken up in detail in a 
later chapter. National Bank notes are issued in de- 
nominations of $5.00, $10.00, $20.00, $50.00, $100.00. 
and are readily accepted because of their absolute 
security and their convenience. 

Local Pecuuarities. 

Such is the currency of the United States as pro- 
vided by the laws, but the actual currency in circula- 
tion in different parts of the country varies con- 
siderably. For example, one almost never finds a 
silver dollar circulating in the ordinary channels of 
trade in Philadelphia, and in Salt Lake City a one- 
dollar silver certificate would be as rarely met with. 
Habit anfl local conditions considerably affect the 
actual medium of exchange. In the large cities and 
particularly in the East the bulk of transactions are 
carried on by means of crisp new paper money of the 
various kinds and denominations. There is likewise 
an abundant supply of subsidiary silver and minor 
coins. In country districts, where banks are fewer and 
less efficient and where money passes from hand to 
hand for long periods without being deposited in any 
bank, the paper money is worn to tatters and filthy 
beyond description. In the West, there is an abund- 
ance of gold and silver money, and a great scarcity of 
all forms of paper currency except national bank 
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notes. In many sections also there is a great scarcity 
of copper cents, so that for commercial transactions 
the nickel is in effect the smallest unit of our coinage. 
It is probable that the coinage of pennies by the San 
Francisco Mint will change this in the course of time. 

Legal Tender. 

Although all these ten different kinds of curren(gr 
circulate with equal freedom within the United States, 
they are not legally on a par as media of exchange. 
From time to time various legal tender laws have 
been passed, specifying the conditions under which 
they shall be accepted in payment of debts. At pres- 
ent gold coins are thus acceptable as legal tender in 
payment of all debts, public or private, in any 
amount, at their face value. Silver dollars are legal 
tender at their face value likewise, except in such 
cases as a contract stipulates in advance that silver 
will not be so accepted. Subsidiary coin is legal tender 
up to ten dollars in a single payment. United States 
notes, or greenbacks, are legal tender except in the 
case of duties on imports and exports and for interest 
on the public debt. Treasury notes of 1890 are on the 
same footing as standard silver dollars, that is legal 
tender in the absence of any express provision to the 
contrary. National bank notes are received in pay- 
ment of all public dues except duties on imports and 
are paid out by the government for all salaries or 
other disbursements by the United States to individ- 
uals or corporations except in payment of interest on 
the public debt, or in redemption of its own paper 
currency. Gold and silver certificates, while not legal 
tender, in general, are receivable for all public dues. 
Nickels and pennies are legal tender in amounts of 
twenty-five cents or less. 
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HOW CREDIT HELPS IN THE WORK OP 
EXCHANGE. 

Money, as we have seen, comes into use when busi- 
ness dealings become so numerous and complicated 
that simple barter no longer serves the purpose of ex- 
change. It results in great convenience to buyers and 
sellers, and enables business to be carried on with 
much less waste of time and labor than would other- 
wise be possible, but even money dealings are too 
slow and clumsy to meet fully the needs of the rush- 
ing trade ^f to-day, and to stiU further lighten this 
work, credit is called into play. 

What Credit Is. 

Credit is simply a promise or contract to pay 
money in the future. If a man is knowii to be re- 
sponsible and upright and to have the ability to pay, 
he need not actually deliver money in exchange for 
every purchase which he makes. Instead, he simply 
gives to the seller of the goods his promise to make 
such a payment in the future. At that future time, 
he may settle a dozen or a hundred transactions by 
one single payment, and even this payment may be 
accomplished by the use of credit, because the buyer 
will very likely pay by a check, which is simply an 
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order upon funds which he has at the bank. This 
deposit even may have been created in the course of 
a credit transaction. The result of the system, how- 
ever, is that instead of keeping money employed from 
day to day in the mere work of making payments 
back and forth, its use is economized. It can be de- 
voted to productive employment, while current ex- 
changes are aflfected by the transfer of promises to 
pay. The economies of the credit system are particu- 
larly evident in the case of two persons or concerns 
having continuous business dealings with each other, 
both buying and selling. 

A Simple Case. 

A simple case is that of a farmer and the 
grocer from whom he buys his supplies in town. 
The farmer buys flour and coffee and sugar and 
countless other things on his daily or weekly 
visits to town, but he also brings with him and 
sells to the grocer butter and eggs, fruit and 
vegetables, in the course of the month. It would be 
foolish and entirely unnecessary for him to pay the 
grocer each time he made a purchase, or for the 
grocer to pay him each time he made a sale. Instead, 
each will run an account with the other until the end 
of the month or some other convenient settlement day, 
if they are wise. All the items which the grocer sells 
to his customer he will enter upon his books, and 
also keep a record of the produce received from him. 
The farmer should do likewise. At the end of the 
month, these two book accounts will be compared and 
offiset against each other. We will suppose that the 
farmer has purchased $40.00 worth of groceries and 
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has delivered to the grocer in the course of the month 
$35.00 worth of the products of his farm. Here we 
have $75.00 involved, and yet there is only a balance 
of $5.00 which need be settled in cash. 

It might even be possible to extend the system for a 
longer time, merely making comparison of the ac- 
counts at convenient times and, making actual settle- 
ments only once a quarter or even once a year. For in- 
stance, the farmer might feel reasonably sure that in 
the following month he would bring to the store an 
amount of produce worth at least $5.00 more than the 
value of the supplies which he would purchase from 
his grocer. In that case the grocer might simply enter 
this balance of $5.00 as owing him at the end of the 
first month, and at the end of the second month offset 
it against the $5.00 which he owed the farmer. 

Book Account and Bank Account. 

This is the simplest form of credit, the book ac- 
count, and is used very extensively. As a matter of 
fact, in a large number of cases, no actual promise of 
payment even has been made, but it is understood 
that a customer ordering goods upon a book account 
expects to be held for payment, and such a current 
record kept upon the books of the seller is admitted to 
court as a suflBcient evidence of indebtedness. This 
system may be slightly modified in case the relations 
between buyer and seller are not such as to justify 
the running of an open account. It may be that the 
purchaser is unknown to the seller or that the trans- 
actions are so infrequent as to hardly justify the 
opening of a book account. In that case bank credit 
will form a convenient means of settlement. The 
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purchaser will go to a banker and there establish an 
account. This does not mean that he will deposit the 
actual money, but instead will very likely simply ex- 
change his own credit for the bank's credit. Upon 
showing satisfactory evidence to the banker of his 
ability to pay, the banker will discount the individ- 
ual's personal note or extend him a loan upon such 
terms as he sees fit. The amount of this loan less the 
discount will then be placed to the customer's credit 
as a deposit, and against this deposit he can draw 
checks with which to make purchases from the mer- 
chants or others with whom he may chance to have 
dealings. Such a credit arrangement will be of the 
greatest convenience in his business transactions. 

Credit Instruments. 

As we have seen, the extension of credit on a book 
account involves no formalities, but when we pass to 
bank credit we find special forms used, which are 
commonly termed instruments of credit transfer." 
First among them are checks of all sorts, then drafts 
and bills of exchange, including letters of credit, and 
finally promissory notes of various kinds, mortgage 
notes, bonds, and so forth. 

Checks. 

The ordinary check is an order which one person 
gives to another to be presented to his bank as a claim 
upon any funds or credit which the maker may have 
there. If such an order is presented to the bank and 
is certified, it becomes the bank's promise to pay the 
amount named in the check. The details of the cheek 
are discussed in a later chapter, but we may mention 
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here that such an order may be passed from the one 
who originally received it, on to another ifi lieu of 
money and from him to still another until the check 
may have accomplished several transactions before it 
is finally presented for exchange into cash. In each 
such transaction it has avoided the use of an equiv- 
alent amount of money. 

Drafts and Bills of Exchange. 

A similar form of order for money is the bank draft, 
which is simply the order of one bank drawn 
against funds of cash or credit which it has in 
another bank. The uses of the draft are quite 
similar to those of the check. Bills of exchange are 
like drafts, except in being drawn by one individual 
against another, and usually arise out of commer- 
cial transactions. The bill of exchange is used much 
more abroad than in America, and often passes from 
hand to hand as do checks in this country, effecting 
several exchanges before it is finally settled in cash. 
Letters of credit, postal and express orders, are spe- 
cial forms of credit which take the place of money 
in the making of payments from one part of our 
country to another, or between persons in America 
and those in foreign countries. 

Bank Notes. 

Then there are specific promises to pay at a speci- 
fied time in the future or on demand. First among 
such promises stands the bank note. In issuing its 
notes, the bank puts out its promise to pay cash upon 
demand, and this form of credit instrument will be 
taken in payment by any person who believes in the 
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ability of the bank to keep this promise. The condi- 
tions of bank note issue in the United States are dis- 
cussed in another chapter of this book. 

Promissory Notes. 

Next there are similar promises to pay in the 
future, drawn by individuals, firms, or corporations, 
in the form of promissory notes. A promissory note is 
simply the promise of one person or concern to pay a 
given sum of money to some other party at a future 
date. No special form is required, it being necessary 
only that the intention of the maker shall be clear. 
Any one may draw a promissory note upon any blank 
piece of paper in such form as he sees fit, so long as 
he specifies clearly the details of th^ promise which he 
intends to make. The following is a printed form 
which can be used by simply filling in the necessary 
blanks. 




Essentials op a Note. 

The essential features of a promissory note are that 
it shall be in writing, that it shall set forth clearly 
and unmistakably the parties to the contract, the 
exact nature of the obligation undertaken, and the 
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precise time at which the contract is to be fulfilled. 
There are two parties to the contract, one known as 
the maker, by whom the note is drawn and signed, 
and the other called the payee, to whom the money is 
to be delivered in fulfillment of the promise contained 
in the note. The name of the maker appears as the 
signature at the bottom of the note. Sometimes it is 
desired that two persons shall together assume the 
obligation, and in that case both such parties sign 
the note as joint makers and it is known as a joint 
note. If the wording of the note is in the form **We 
jointly and severally promise to pay*' there can be 
no question as to the undertaking of either party to 
discharge the whole of the obligation in case the other 
fails to meet his share of it. The payee of the note is 
the one whose name is inserted in the note as origi- 
nally drawn, or else one to whom it is afterwards 
transferred by endorsement. It is by reason of this 
fact that the contract may be transferred to some 
other party than the one to whom the promise of pay- 
ment was originally made, that a promissory note is 
known as a ''negotiable instrument.'' The form used 
above is technically the most correct, namely "promise 

to pay to the order of,*' although "pay to , or 

order," is very common. 

Negotiating a Note. 

The manner of negotiating or transferring a promis- 
sory note is either by simple endorsement or by draw- 
ing up a brief supplementary statement on the back 
of the note. Suppose that the name of William Smith 
has been inserted in the note above, and he, in the 
course of business, wishes to obtain his money before 
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the maturity of the note. He might sell it to some 
third party, say Richard Roe, to whom he would then 
transfer it by endorsing on the back the words "Pay 
to the order of Richard Roe'' and signing his name 
beneath. Several such transfers are sometimes made 
before a note is finally paid. Where a note has thus 
been transferred one or more times, the maker may 
be in ignorance of the name of the actual holder at the 
time of maturity, and in such a case the holder should 
notify him. Banks buy many such promissory notes 
and hold them until the time of maturity and ordi- 
narily make it a practice to give the drawer notice 
of the date of maturity of notes which have come into 
their possession, a reasonable time in advance, to make 
sure that he has not forgotten the obligation and to 
give him time to arrange for its repayment. 

Date and Maturitt. 

The date of making a note should be entered upon 
it and is of importance because by it is determined 
the date on which the note will mature in case the 
form of wording is ** Three months from date I prom- 
ise to pay" or some other time specified in such a 
manner that the date from which the reckoning be- 
gins must be known. A better way of drawing a note 
is to specify the date on which it is to fall due instead 
of the period of time for which it is to run. This 
avoids any possibility of confusion as to whether a 
note drawn ''three months from date" is due three 
calendar months from date or after ninety days or 
three lunar months. It used to be the custom to allow 
three days of grace within which the drawer might 
settle before his note should be regarded as overdue, 
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but this has been abandoned in a large majority of 
our States, and a note is now overdue unless paid on 
the exact date on which it falls due, unless that date 
happens to fall upon a Sunday or a legal holiday. In 
that case the next regular business day is the day on 
which the note is properly due. 

Iim^EST Clause. 

The ordinary promissory note virtually combines 
two contracts, one for the repayment of the sum 
borrowed, that is the principal of the note, and one 
for the interest to be paid for the use of that money. 
Sometimes the promise to pay interest is contained in 
a separate contract, or series of contracts attached to 
the note which covers the principal sum, or accom- 
panying it. This is most common in the case of notes 
where some real property is pledged as security, 
namely, mortgages and bonds. In that case, each of 
these supplementary contracts specifies the actual 
amount of interest to be paid on each interest date, 
whereas if the interest contract is included in the body 
of the note, it is ordinarily in the form of ** together 

with interest at the rate of per cent, per annum." 

In case it is intended that the note should not bear 
interest, it is best to include the words ** without in- 
terest," since in some jurisdictions it is held that a 
man is always expected to pay interest, and if no sum 
is specified the legal rate in the given State can be 
collected. 

Security. 

The amount of money which can be borrowed on a 
promissory note or the terms on which the loan will be 
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extended, will depend upon the standing of the maker 
or the security which he is able to furnish. Besides 
the security of his own business standing and reputa- 
tion, added security may be given the note by the pro- 
cess of endorsement, by the pledging of personal prop- 
erty as collateral security, or by the pledging of real 
estate under a mortgage or trust deed. Endorsement 
is one of the commonest forms in which added security 
is given on a promissory note. It is a common law 
principle that any name which appears upon the back 
of a note as endorsement indicates that the person 
who has thus endorsed the note agrees thereby to be 
held for the repayment of the loan in case of the in- 
ability of the maker of the note to pay it when it falls 
due. In this way a man of comparatively limited 
credit or small resources may induce personal or busi- 
ness associates to endorse his notes, and thus increase 
his credit and commercial rating with those who have 
money to lend. Sometimes this security is expanded 
into the form of a specific guaranty in the form of an 
additional written contract, specifying the exact 
nature of the obligations which the guarantor under- 
takes, and is either written upon the back of the note 
or upon a separate form and attached to it. 

Collateral Note. 

If personal property, such as stocks, bonds, ware- 
house receipts, insurance policies, or the like, is to be 
pledged for the repayment of the loan covered by a 
promissory note, it is also common to make a separate 
contract setting forth the nature of such securities and 
the terms on which they are pledged. In case the 
original loan is not repaid according to the terms of 
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the promissory note, the agreement set forth in the 
collateral loan contract will then be enforced. This 
generally provides that the holder may sell such prop- 
erty at public auction or private sale and take his 
payment from the proceeds. The form of such a col- 
lateral contract is shown below : 

Philadelphia, Pa., April 2, 1910. 
On demand I promise to pay to the order of 
JOHN DOE ft CO. 
One thousand dollars WITH INTEREST PROM DATE, 
for value received, without defalcation, hereby waiving all 
right to stay of execution and exemption of property in 
any suit on this note. 

As collateral security I have delivered ten shares New 
YorK Central common 



which I hereby authorize and empower the holders thereof, 
on default in payment at maturity, with a view to its 
liquidation, and of all interests and costs thereon, to sell 
and transfer, in whole or in part, without any previous 
demand or notice to me , either at Brokers' Board or 
at public or private sale, with the right of becoming the 
purchaser and absolute owner thereof, free of all trusts and 
claims, should such sale be made at Brokers' Board or be 
public. Furthermore, I agree, that so often as the 
market price of these and subsequently deposited securities 
shall, before maturity of this note, fall to a price insuffi- 
cient to cover its amount with ten per cent, margin 
added thereto, I will on demand, within two hours 
thereafter, deposit with the holders additional security, to 
be approved by said holders, sufficient to cover said amount 
and margin; and that, in default thereof, this note shall 
become instantly due and payable precisely as though it 
had actually matured, and all the foregoing rights to sell 
and transfer collaterals shall at once be exercisable at 
my risk, in case of any deficiency in realizing pro- 
ceeds. And I further agree that the securities 
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hmby p ledg e d together with any that may he pledged 
hereafter* shall he applicable in like manner to secure the 
payment of any task or of any future obligation held by the 
holders of this obligation, and all of my securities in 
their hands shall stand as one general continuing collateral 
security for the whole of my obligation, so that the 
deficiency on any one shall be made good from the col- 
laterals for the rest. j^^^ 

Real Estate Mortgage. 

In case real estate is to be pledged as security for 
the loan, a mortgage will be drawn np covering such 
security. This is a separate instrument which is re- 
corded by the Clerk of the County in which the prop- 
erty is located, and mentioned in the note for which it 
is given as security. It is, in effect, a conditional sale 
of the property to the person making the loan, and in 
case of failure to repay this loan it becomes an actual 
sale, through the process of foreclosure. This will be 
shown by the wording of the following extract from 
a mortgage : 

THIS INDENTURE, made the first day of July in the 

year of our Lord one thousand nine hundred and ten 

BETWEEN jQjjj^ ; 

* i 
(hereinafter called the Mortgagor), of the one part, and 

RICHARD ROB, 
(hereinafter called the Mortgagee), of the other part. ' 

WHEREAS, the said Mortgagor, in and hy this Ohliga- 
tion or Writing ohligatory under his hand and seal duly 
executed, bearing even date herewith, stands bound unto ' 
the said Mortgagee in the sum of Ten Thousand Dollars 
(110,000) lawful money of the United States of America, 
conditioned for the payment of the just sum of Five 
Thousand Dollars (15,000) lawful money aforesaid, which 
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said sum of Five Thousand Dollars (15,000) is due and 
payable three years from date hereof* together with inter- 
est thereon, payable semi-annually from date at the rate of 

five pet* cent, per annum, , 

without any fraud or further delay: and for the produc- 
tion to the Mortgagee, his Executors, Administrators or 
Assigns, on or before the first day of October of each and 
every year, of receipts for all taxes and water rents of the 
current year assessed upon the mortgaged premises; and 
also from time to time and at all times, until payment of 

said principal sum, for the keeping of the building 

...mentioned in this mort- 
gage insured against loss or damage by fire for the benefit 
of the Mortgagee in the sum of Five Thousand Dollars 
(15,000). 

NOW THIS INDENTURE WITNESSETH, That the said 
Mortgagor as well for and in consideration of the afore- 
said debt or principal sum of Five Thousand Dollars 
(15,000), and for the better securing of payment of the 
same, with interest as aforesaid unto the said Mortgagee, 
his Executors, Administrators and Assigns, in discharge 
of the said recited Obligation, as for and in consideration 
of the further sum of One Dollar unto me in hand well 
and truly paid by the said Mortgagee at and before the 
sealing and delivery hereof, the receipt whereof is hereby 
acknowledged, have granted, bargained, sold, aliened, en- 
feoffed, released and confirmed, and by these presents do 
grant, bargain, sell, alien, enfeoff, release and confirm unto 
the said Mortgagee, his Heirs and Assigns, (Here follows 
a description of the property). 

TO HAVE AND TO HOLD the said 



Hereditaments and premises hereby 

granted, or mentioned and intended so to be, with the 

Appurtenances unto the said Mortgagee, 

his Heirs and Assigns, to and for the only proper use and 
behoof of the said Mortgagee, his Heirs and Assigns for- 
ever. 
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PROVIDED ALWAYS, nevertheless, that if the said 
Mortgagor, his Heirs, Executors, Administrators or As- 
signs, shall and do well and truly pay or cause to be paid, 
unto the said Mortgagee, his Executors, Administrators or 
Assigns, the aforesaid debt or principal sum of Five 

Thousand Dollars (|5,000) on the day and 

time hereinbefore mentioned and appointed for payment of 
the same, together with interest as aforesaid, and shall 
produce to the said Mortgagee, his Executors, Administra- 
tors or Assigns, on or before the first day of October of 
each and every year, receipts for all taxes and water rents 
of the current year assessed upon the mortgaged premises, 
without any fraud or further delay, and without any de- 
duction, defalcation, or abatement to be made of anything 
herein mentioned, to be paid or done, and shall keep the 
building mentioned in this mortgage insured as aforesaid, 
then, and from thenceforth, as well as this present IN- 
DENTURE, and the estate hereby granted, as the said 
recited Obligation shall cease, determine and become void, 
any thing hereinbefore contained to the contrary thereof, 
in any wise notwithstanding. 

AND PROVIDED ALSO, that it shall and may be law- 
ful for the said Mortgagee, his Executors, Administrators 
or Assigns, when and as soon as the principal debt or sum 

hereby secured shall become 

due and payable as aforesaid, or in case default shall be 
made for the space of thirty days in the payment of 

interest on the said principal sum 

after any payment thereof shall fall 

due, or in case 

there shall be default in the production to the said Mort- 
gagee, his Executors, Administrators or Assigns, on or be- 
fore the first day of October of each and every year, of such 
receipts for taxes and water rents of the current year 
assessed upon the mortgaged premises, or in the main- 
tenance of such insurance as aforesaid, to sue out forth- 
with a writ or writs of Scire Facias upon this Indenture 
of Mortgage and to pro- 

ceed thereon to Judgment and execution, for the recovery 
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of the whole of said principal debt 

and all Interest due thereon, together with an attorney's 
commission for collection, viz: one per cent., besides costs 
of suit, and all expenses of effecting such insurance, with- 
out further stay, any law, usage or custom to the contrary 
notwithstanding. 

IN WITNESS WHEREOF, the said parties to these 
presents have hereunto interchangeably set their hands 
and seals. Dated the day and year first above written. 
Sealed and delivered in the 
presence of us, 
JAME7S SMITH. 
WM. JONES. 

JOHN DOE. (Seal.) 
RICHARD ROE. (Seal.) 

ON THE first day of July, A. D. 1910, before me George 
Bailey, a Notary Public for the State of Pennsylvania, per- 
sonally appeared the above-named John Doe and Richard 
Roe, and in due form of law acknowledged the above IN- 
DENTURE OP MORTGAGE to be their act and deed, and 
desired the same might be recorded as such. 

WITNESS my hand and seal the day and year 

aforesaid. 

GEORGE BAILEY. (Notarial Seal.) 
RECORDED in the Office for Recording of Deeds in and 

for in Mortgage 

Book No page etc. 

WITNESS my hand and seal of Office this 

day of Anno Domini 190 

Trust Deed. 

It has become quite common in recent years to use 
the trust deed in place of the mortgage, particularly 
where it is thought likely that there will be several 
changes in ownership of the mortgage note before its 
maturity. The principle here is the same as with the 
older form of mortgage, but the property, instead of 
being conditionaUy transferred to the mortgagee, is 
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instead transferred to a trustee, who holds the prop- 
erty in trust for the repayment of the notes which it 
is intended to secure, regardless of who the holders of 
these notes may be at the time at which they are 
presented for payment. 

Corporate Bonds. 

This is somewhat similar to the method of issuing 
bonds under the security of a mortgage. Here, instead, 
of one promissory note, covering the total amount of 
the mortgage, a series of notes are issued and sold to 
the public and their repayment secured by a mortgage 
on the properties of the company. The similarity of 
a mortgage bond to the simpler forms of promissory 
notes is shown by the following specimen : 

aniteti JbtAtt^ of 2lmenca 

state of Ohio. 

No. 11,000. 
OHIO IRON AND STEEL COMPANY. 
Six Per Cent. First Mortgage Gold Bond. 
OHIO IRON AND STEIEL COMPANY, a corporation 
organized and existing under the laws of the State of Ohio, 
for value received promises upon surrender of this bond 
to pay to the bearer hereof, or in case of registration to 
the registered owner hereof, the sum of 

ONE THOUSAND DOLLARS 
gold coin of the United States of the present standard of 
weight and fineness, at the office of the Ohio Loan and 
Trust Company, in the city of Cleveland, State of Ohio, on 
the first day of June A. D. 1938, with interest thereon from 
the first day of June A. D. 1908, at the rate of six per 
centum per annum, payable semi-annually in like gold 
coin at said office on the first days of May and November 
in each year, according to the sixty coupons hereto an- 
nexed upon presentation and surrender of said annexed 
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coupons as they seyerally mature, without deducting from 
principal or interest for any tax or taxes which the com- 
pcmy may be required to pay or retain therefrom by any 
present or future laws of the United States or of the State 
^ of Ohio» the obligor company hereby agreeing to assume 

the payment of such taxea 

This bond is one of a series of five hundred (500) bonds 
of one thousand dollars (|1,000) each numbered from one 
to five hundred, both inclusive, bearing even date here- 
with and maturing and bearing interest as herein stated, 
issued by the Ohio Iron and Steel Company, the payment 
whereof is equally and ratably secured by a First Mort- 
gage made by the Ohio Iron and Steel Company to the Ohio 
Loan and Trust Company, Cleveland, as trustee to which 
mortgage reference is made for the property mortgaged 
for the terms and oonditions of the same, and the terms 
and conditions on which this bond is issued to all the 
provisions of which said mortgage this bond is subject, and 
the holder is entitled to all the benefits and subject to all 
the conditions in said mortgage set forth. This bond may 
be registered in the name of the owner, in the manner and 
with the effect provided in said Mortgage. 

This bond is subject to be redeemed at any semi-annual 
interest period, upon payment of the principal thereof with 
interest to the date of such redemption, and a premium of 
one hundred dollars (|100) in the manner provided in said 
mortgage; and is entitled to the benefit of the sinking 
fund to be created under the terms thereof. 

The holder of his bond shall not have the right to levy 
upon or cause the said mortgaged premises or any part 
thereof to be sold under or by virtue of any judgment that 
may be obtained by reason of default in the payment of the 
principal or interest hereof when and as the same shall 
become due, but such proceedings shall only be had by the 
trustee under the mortgage as aforesaid on behalf of and 
for the equal benefit of all the bondholders, upon the con- 
ditions and in the manner in said mortgage stipulated. 

This bond shall not become obligatory until it shall have 
been authenticated by a certificate endorsed hereon and 
duly signed by the trustees of the mortgage. 
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IN WITNESS WHEREOF the Ohio Iron and Steel 
Company has caused Its corporate seal to be hereunto 
affixed and the same to be attested by the signatures 
of Its president 'and secretary, and the reproduction 
of the signature of Its treasurer to be impressed upon 
the coupons affixed, on the first day of June, A. D. 
1908. 



Credit Instruments As Currency. 

These larger forms of credit instruments, with their 
real estate security, do not pass so readily from person 
to person in settlement of current commercial trans- 
actions, but small promissory notes, bills of exchange, 
drafts, and checks do thus pass from hand to hand to 
an enormous extent in every day life, and this use of 
credit is a great aid to business dealings. In this way 
capital becomes much more effective and may be 
readily accumulated and directed to productive enter- 
prises of the better sort, since those which obtain 
credit must show earning power by which to secure 
the loans made to them. The feat of getting together 
and transferring $100,000,000 would be almost im- 
possible under a strict money system of commercial 
dealings. But by using credit and credit instruments 
it is accomplished by the writing of a few words, fig- 
ures and signatures. The introduction of money 
made exchange easy by furnishing a medium much 
more con,venient than had existed in the priniitivo 
days of barter. Credit, by substituting credit instru- 
ments which can be drawn whenever and wherever 
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one wishes, and for the exact amount that he wishes, 
whether large or small, furnishes a medium of ex- 
change which is as much more convenient than money 
as money was more convenient than barter. Credit 
therefore increases the effective supply of money, 
saves time and labor, and makes possible the great 
enterprises of to-day which are financed by borrowed 
capital. 

Importance op Credit. 

** Without anticipating the exposition of the practi- 
cal aids furnished by modern banking expedients, it 
can be shown that credit is, in effect, a transaction in 
goods, although these goods are expressed in terms of 
money; that credit is granted only because the bor- 
rower can give good grounds for delivering the pro- 
ceeds of salable goods as means of repayment; and 
that goods form the basis of credit. Money plays only 
secondary and minor part, auxiliary to the credit 
operations. Just as the amount of money is always 
and necessarily far less than the mass of salable goods 
in the market, so the amount of money bears a low 
ratio to the sum of credit transactions which it helps 
on. The real object of such operations, as in all pro- 
duction and consumption, is the possession and use of 
goods which satisfy wants. When a man borrows from 
a bank, he gets the loan usually in the form of a right 
to draw a given sum of money; but actual money is 
of no use to him except in so far as it aids him to get 
the coal, or cotton, or labor he needs in his business. 
The popular impression that a man borrows 'money' 
is misleading; it is no more than the wrapper in which 
his goods come to him. The error resides in confusing 
the means with the end. 




50 



PRACTICE OP BANKING 



** Whenever credit is granted, it will be found that, 
in return for the present use of means of payment in 
current funds, a man has pledged some property he 
owns or is believed to own, but to which he still holds 
title in case he repays the loan. We are not now con- 
cerned with the particular form of the pledge, whether 
a single-name note, a note with an endorser, a note 
with collateral, or what not. It usually happens that 
the borrower has goods, or securities, or salable prop- 
erty — or it may be only a legitimate expectation of 
goods — ^which he cannot use in their present form, as 
general purchasing power. If the manufacturer 
could turn the stock of harvesters and mowers in his 
warehouse into means of payment, he could buy more 
material, employ more labor, and have more machines 
ready for the next selling season; or if he has sold 
them to jobbers on time and if he could get present 
means of payment for the sums due him in the future, 
he could enlarge his business. At this point the devel- 
opment of credit comes to his aid. On the basis of 
property, he gets a loan ; credit enables him to utilize 
his resources without parting with their ownership 
(except as modified by the pledge) ; it enables him to 
change a command over his specific kind of goods into 
a command over goods in general. It is credit which 
enables men to coin property into means of pay- 
ment."* It is through banks that this process of 
transferring future purchasing power into present 
cash goes forward and we will, therefore, turn now to 
examine more fully the services which banks render 
to the community. 



* Laughlln — Principles of Money. 




CHAPTER IV. 



FUNCTIONS OP THE COMMERCIAL BANK. 

The commercial bank of to-day has so changed with 
the advancement and growth of business, as to show 
scarcely any resemblance to the first institutions 
known as banks. They arose because of the inadequate 
and uncertain coinage systems of early days and be- 
cause of a need of a place of safe keeping. To-day, 
governments have so improved and regulated matters 
of coinage that the work of money-changing has 
dwindled and almost disappeared, and such funds as 
people hold in idleness are cared for by savings or 
safe deposit concerns. The commercial bank has to 
do with active commercial operations, and to them it 
furnishes a medium of exchange and credit capital. 
This statement practically sums up the four principal 
services of the commercial bank : first, the making of 
loans and discounts ; second, receiving and keeping of 
deposits subject to the depositor's demand; third, the 
issue of notes of the bank; fourth, the investment of 
funds of the bank in securities or other long time 
obligations. We might add several other functions to 
this list, but they are minor services which appear 
only as incidents in the carrying on of these four 
principal lines of activity. 
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Sale of Credit. 

It would perhaps seem most natural to place the 
deposit function of the bank first, but from the stand- 
point of the bank's purpose it is not entitled to that 
place. The commercial bank is organized primarily 
for the purpose of selling its credit to persons who 
need it, and to make this sale on the most profitable 
terms possible. Deposits of money are welcomed by 
the bank, not because the bank is organized for the 
purpose of furnishing them safe keeping, but because 
the bank can thus increase the funds available for 
loaning at profitable rates, without being obliged to 
pay the owners for the use of such funds. 

Working Capital Needed. 

The great demand of modem industry is for more 
capital. The efficient factory is the well equipped 
factory, and low cost of production depends on pur 
chasing materials and supplies in large quantities and 
at times when the most favorable price can be ob- 
tained. Then, too, longer intervals pass before the 
finished product can be marketed and the sale price 
received. But in the meantime weekly wage pay- 
ments must be advanced to the workers, and the other 
current operating expenses of the establishment must 
be met. This means that the manufacturer and mer- 
chant has most of his wealth tied up in buildings and 
machines, and from time to time needs to have current 
funds advanced to him against the future income of 
his plant. 

Bank Credit Exchanged for Individual CREorr. 
To meet this need the modern commercial bank 
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has developed an extensive system of exchanging 
the customers' business credit for their own bank 
credit. The old idea that really able business men 
kept out of debt has passed, and to-day the really 
successful man is the man who can not only employ 
his own money productively, but can also find for the 
funds of others so profitable a use as to enable him 
to pay them interest for the use of their money, and 
to reap a net profit above that, which will increase his 
own return. This is what makes the field of loans 
and discounts so profitable to the bank. It represents 
money or credit sold to a man able to pay a good price 
for it and willing to do so rather than draw money 
from his permanent producing plant and therefore 
cut down its earning capacity. 

Several Benefits. 

In doing this, the bank not only puts the capital 
of its stockholders profitably to work in furthering 
the industrial life of the community, but also draws 
out in the form of deposits from a large number of 
comparatively poor people in the community and addi- 
tional fund which is thus available for further in- 
dustrial growth and development. In determining on 
the amount of credit that will be extended to the 
various enterprises in the form of short time loans the 
bank investigates their standing, resources, and gen- 
oral management, and exerts an influence to keep them 
up to a reasonable standard of soundness and to weed 
out the concerns whose management is dishonest or in- 
eflScient. In this way, the aid which the bank furnishes 
to industrial enterprises by supplying them with 
temporary capital is directed not to all enterprises 
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regardless of their quality, but to those, in general, 
whose presence is a real benefit to the community. All 
this means that the energies of the people are more 
and more directed to taking advantage of the re- 
sources about them and turning them to their own use, 
* thereby adding to their enjoyment or well-being, in- 
stead of allowing their energies to be less effectively 
employed and their* wealth to be neglected and idle. 

Deposit Function. 

It is hard to draw a sharp line between the first and 
second functions of the bank which we have indicated, 
because, in the language of banks, ** deposits" are 
created in the process of loaning funds and discount- 
ing bills receivable. That is, instead of actually hand- 
ing over cash to the customer, in a large number 
of cases the amount which he desires to borrow is 
simply placed to his credit on the books of the bank 
as a deposit account against which he can draw by 
means of checks as he sees fit. We should perhaps call 
the second heading **ca8h deposits." As we said, 
the bank is glad to receive such deposits of money be- 
cause they know by experience that though all such 
depositors are left free to draw these funds out at 
their pleasure, not all depositors will make demands 
upon their accounts at any one time, but that a con- 
siderable part of such funds will remain always in the 
hands of the bank. This is always much over half 
and ordinarily ranges from seventy-five per cent, as 
high as ninety-five per cent, of the total deposits. 
This increases largely the amount which the banks 
have available for the making of short time loans to 
their customers. They therefore undertake the service 
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of storing and safeguarding this money free of 
charge, or may even sometimes allow a low rate of in- 
terest where a certain minimnm balance is always 
maintained at the bank. 

Collection Service. 

An incidental service in connection with the receiv- 
ing of deposits by the bank is that of collecting a 
large number of ordinary business credits for its 
customers. This grows out of the fact that the bank 
accepts checks on other banks, drafts, corporate inter- 
est coupons, and various other credit items for deposit 
in practically the same manner as though they were 
cash items. It must then attend to the collection of 
these items from the bank, individual, or corporation 
by whom they are payable. This service of making 
such collections where done free of charge really 
amounts to a payment to the depositor for the use of 
the funds which he leaves with the bank. Even with- 
out this accommodation, however, the depositor is 
generally glad to leave his money on deposit because 
of the right left to him of withdrawing it in part or 
altogether as he sees fit. The bank is at least a safe 
and convenient pocketbook, of which the depositor is 
glad to avail himself. 

Deposit Currency. 

Another aspect of this matter of deposits is that it 
provides the means of supplying the community with 
a convenient medium of exchange. Since checks are 
negotiable instruments, (that is pass from hand to 
hand by simple endorsement) they perform not only 
the one exchange for which they are originally drawn, 
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but frequently effect more than one payment before 
they are finally presented to the bank, and thus lessen 
to a large extent the demand for money to be used in 
the process of buying and selling. The check presents 
many conveniences not possessed by other forms of 
currency. It can be drawn for the exact amount of 
the purchase price and thus avoids the making of 
change. Likewise it can be drawn for any amount 
whether large or small, and a single check for a large 
amount is much more convenient than the bulky 
package of money necessary to transfer the same 
amount in value, even if bilk of lai^e denomination 
were used for the purpose. A particular advantage 
of check currency is that it increases when needed and 
decreases when not needed and therefore supplies to 
a certain extent the element of elasticity which is so 
much desired in modem commercial countries. 

Bank Note Issue. 

But besides this use of checks as currency, banks 
put forth a legal tender currency under the super- 
vision of the government. Most authorities agree that 
this right of note issue is one of the fundamental 
rights of banks at common law. Certainly it has 
existed and been exercised for a very long time. But 
the experience of the United States in allowing the 
unrestricted issue of note currency by the banks 
of the country was that they were tempted by the 
profits resulting from this circulation to increase the 
amount of their issues so greatly as to supply a 
currency very much larger than the state of trade and 
the volume of commercial transactions called for. This 
had a very unwholesome effect upon business, and 




FUNCTIONS OF THE COMMERCIAL BANK 57 



when it was desired to have these notes redeemed, it 
was often found that the securily was insufficient, and 
that, in periods of financial disturbance, when large 
numbers of the notes were presented for redemption, 
the banks were obliged to refuse to honor these credit 
obligations. 

Limit of the Function. 

As a result, the federal government instituted 
the present system of national bank notes. They 
have thought it wise to forbid the issue of noter 
by other than national banks, and by placing a tax of 
10% upon them have caused them to be entirely with- 
drawn from circulation. The regulations under which 
national bank notes are issued are such as to decrease 
the profits from their circulation so far as to remove 
the tendency to over-expansion of their amount. Bank 
notes present some of the same advantages as do 
checks, being light, easy to handle, and not subject to 
loss through wear. Certainly, to-day national bank 
notes play a very beneficial part in our currency 
system and are kept within the needs of the country. 
In issuing them, banks render a real service to our 
business interests. 

Investment. 

The last function of the commercial bank is that 
of investment, the placing of a part of their funds 
in bonds, or other forms of investment which, 
although they return a smaller rate of interest than 
do commercial loans and discounts, are essential to 
the stability of the bank and to the wise employment 
of its funds. The old adage about putting all one's 
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eggs in one basket applies quite forcibly to banks. 
Conditions which may cause a failure of merchants 
and manufacturers to meet their short time obliga- 
tions will not have the same eflfect upon the value of 
real estate, corporate bonds, and similar long time 
obligations. For this reason, a portion of the bank's 
funds is employed in such investments. This results 
in furnishing productive employment for the funds 
which the stockholders of the bank have subscribed 
to its capital and surplus, and at the same time fur- 
nishes governments, railroads, owners of real prop- 
erty, and others with funds necessary to their oper- 
ation, and on which they are perfectly able to pay a 
fair interest return. We have spoken of loans and 
discounts as a service of the bank in furnishing tem- 
porary capital to business enterprises. This service is 
similar, except that it is the means of furnishing 
permanent capital. 

Foreign Exchange. 

Some commercial banks also show a survival of the 
old service of money changing and international 
transfers, in their exchange business. By buying and 
selling foreign exchange they extend their services to 
their customers even in foreign countries, by selling 
them credit abroad through their foreign corre- 
spondents or representatives. The details of this 
s>'^tem will be discussed in a later chapter. By means 
of it, actual shipments of money from one country to 
another or from one section of the country to another 
section of the same country are very largely done 
away with. 
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Aids Business. 

The bank has been defined as ''a manufactory of 
credit and a machine for facilitating exchanges." 
We have seen how it manufactures credit, accepting 
the business prospects and commercial anticipation 
of its customers as security for present funds, and 
how it exchanges this business credit for its own bank 
credit in the form of a deposit account. Business 
credit could not be conveniently used for current pur- 
chase and sales, but this bank credit is accepted by all 
the community because of the confidence in the bank. 
It becomes, in the form of checks and drafts, the 
actual medium of exchange for a large part of the 
community and thus facilitates business. 

Honesty Needed. 

We can hardly overestimate the value of the serv- 
ices rendered by the commercial bank. One of the 
great diflferences by which civilized life is distin- 
guished from savage conditions is that the civilized 
man leads an industrious and regular life. Modem 
business is perhaps the greatest civilizing force of 
which we know, and the bank is well to the front 
among the factors of this advance. The growth of 
credit demands relations of confidence between man 
and man, based upon proved trustworthiness. The 
two men who enter into a credit agreement may never 
have seen each other, but modem business conditions 
knit together all those parts of the world which have 
credit relations with one another. The old primitive 
idea of honesty was that one must deal honestly with 
his friend and neighbor but might cheat the stranger 
or the foreigner without limit or remorse. Modem 
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business has taught new standards of honesty, because 
integrity must be placed as the first business asset to- 
day, and integrity in this modem business sense 
means absolutely fair and uniform dealings with all 
persons, whether known or unknown. Standards of 
everyday working honesty are likely to be drilled into 
men quite as much by the cold necessities of modem 
credit business as by the precepts of ethics or religion. 




CHAPTER V. 
HOW THE BANK STARTS IN BUSINESS. 



Banks are really not very diflferent from ordinary 
mercantile enterprises, and the problems presented 
by the organization of a new bank are much the same 
as those met with at the establishing of any other form 
of commercial enterprise. The bank deals in money 
and credit instead of other forms of wealth, but its 
main object is to furnish something which the com- 
munity desires, and to reap a profit from this service. 
The first problem therefore is that of analyzing the 
needs of the community so that the persons consider- 
ing the starting of a bank may decide wisely whether 
or not the enterprise would prove profitable at a 
particular time or in a particular place. After de- 
ciding this question, the next problem would naturally 
be to decide on the form of organization best suited 
to the conditions. Next will come the problem of 
secturing the capital, and then the actual process of 
organization. 

Need Fob a Bank. 

The need of the community should receive the very 
closest consideration. If the locality is one which at 
present has no banking facilities, the only question 
to be answered is as to whether there is a sufficient 
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volume of business to make a bank at that point profit- 
able. This will depend not alone upon the size of the 
town or city but upon the nature of its population, 
the character of the surrounding country, the distance 
from other places and a variety of other circum- 
stances. Where banks are already in existence, the 
question will of course be, is the volume of business 
sufficient to furnish adequate profits for two institu- 
tions, or whether the existing bank fails to adequately 
perform its functions, in which event the community 
would be benefited by having a rival enter the field. 
Where a single bank has monopolized a territory for 
a very long time, it is not unusual to find that its 
policy has become either so old-fashioned or so selfish 
as to no longer serve the purpose for which a bank is 
organized, and the coming of a rival would be bene- 
ficial to the business interests of the city both by fur- 
nishing another banking place and, through its com- 
petition, causing the old bank to correct its policy 
and render better service in order to hold its custom- 
ers. Such a movement, if it is not so much in advance 
of the needs of the town as to destroy all banking 
profits, will be likely to increase business activity and 
attract funds which before were not used produc- 
tively. 

Filling a Want. 

A similar condition is often met with where only 
part of a town is well supplied by one or more 
banking institutions which have become thoroughly 
established in the older part of the commimity but 
which, either through the geographical or industrial 
growth of the town, have failed to reach all of its 
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inhabitants. Such a condition presents an excellent 
opportunity for a discriminating and hustling group 
of men to establish a new institution so located as to 
serve the part of the community remote from other 
banking accommodations or some particular class of 
the manufacturing or mercantile interests of the city. 
Different lines of business have various kinds of 
commercial paper to oflfer to a bank, different sorts of 
collections which they desire to turn over to it, and 
different needs of borrowing capital. By arranging 
a bank business with particular reference to these 
needs, a new and profitable business may often be 
built up even in a place which seemed before to be 
well supplied with banking accommodations. 

Form op Organization. 

Having decided that the conditions warrant the 
starting of a new bank, the next question will be that 
of the form which the organization is to take. All 
banks may be broadly divided into two classes, private 
banks and corporate banks. The private bank may 
be either an individual enterprise, a partnership, or a 
joint stock company. In its present form it exists 
largely for certain special purposes in connection 
with large industrial enterprises, and principally in 
the larger cities. The private bank will be discussed 
separately in a later chapter. Corporate banks may 
be further sub-divided into two classes according to 
the source and powers of their charters. Thus we have 
banks chartered by authority of the different States, 
and banks chartered by the Federal Government in 
accordance with the National Banking Act. Besides 
these, there are savings banks and trust companies. 
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Local and individual conditions will ordinarily deter- 
mine which one of these forms a bank will take. The 
requirements of the National Banking Act are very 
minute and rigid and may incline the incorporators 
to the use of a State charter. 

National and State Banks. 

On the other hand, National Banks, because of 
this very strictness, enjoy an especially favorable 
reputation in most communities and furthermore 
offer the opportunity of issuing bank notes. This 
is likely to appeal to the organizers in a small 
town as a matter of local pride, as well as be- 
cause of its advertising value to the bank, and the 
profit derived from such a circulation. The State of 
Texas has been content to leave the whole matter of 
bank regulation to the Federal authorities and does 
not permit the chartering of State banks at all. All 
other States provide for the organization and regula- 
tions of banks under State law along lines similar to 
the provisions of the National Banking Act, though 
somewhat less strict in their details. Some States do 
not allow a bank chartered in another State to operate 
within their limits. In some cases this prohibition 
would check the privilege of establishing branches, 
which is generally permitted in State banks, though 
not to those organized as National banks. 

Size of the Bank. 

The size of the bank is determined in a general way 
by the amount of capital stock authorized at the time 
of its organization. This will be largely a matter for 
the discretion of the promoters, though certain re- 
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strictions are made upon the capitalization of Na- 
tional banks. Those promoting the organization must 
determine how large an amount can be used in a 
given case so profitably as to return satisfactory divi- 
dends to the subscribers. According to the National 
Banking Law, banks established in towns having a 
population of not more than three thousand persons 
must have a capitalization of at least $25,000 ; $50,000 
in towns having a population of from three thousand 
to six thousand people ; $100,000 in cities whose popu- 
lation is over six thousand and under fifty thousand ; 
and $200,000 or more for all cities of a population 
over fifty thousand. As a matter of fact, a capitaliza- 
tion of $1,000,000 is no longer rare and in both New 
York and Chicago the recent tendency has been toward 
consolidation of existing banks, so that several now 
show a capital and surplus of $10,000,000 or more. 

Subscription to Capital Stock. 

The amount of the capitalization will likewise be 
determined somewhat by the general policy with re- 
gard to stock subscriptions. The bank may have 
either one of two general policies. First, it may be 
started by a small number of men of considerable 
financial resources who wish to retain control within 
their own hands, to direct the activities of the bank 
along such lines as they desire, and to make a profit 
for themselves from this enterprise. On the other 
hand, it may be that it is desired to distribute the 
stock holdings in small amounts among a large num- 
ber of small investors. This is very frequently the 
case in the organization of country banks. It may be 
that the community has been without banking con- 
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veniences and that only by a broad policy of sub- 
scriptions can the necessary capital be brought to- 
gether. Such a bank will be organized not primarily 
for the purpose of making a large return on the in- 
vestment but to facilitate the business arrangements 
of the whole community. Probably this method is the 
best suited to the establishment of new banks in small 
places, as it secures from the start a popular in- 
terest in the new institution, which is likely to in- 
crease its prospect of success. 

Surplus. 

In connection with the matter of capital, the 
question of surplus also arises. It is very common in 
all banks, and is required by the National Banking 
Law and by the laws of some of the States, that a 
bank set aside at the beginning of business or shortly 
afterward a certain percentage of the amount of their 
capital as a further security for creditors of the bank. 
Where the subscriptions to the stock are made by per- 
sons of considerable financial strength it is very com- 
mon to have this surplus paid in at the time of the 
paying of the capital, but in other cases earnings are 
set aside from year to year until such a surplus is ac- 
cumulated. The National Banking Law provides that 
this surplus must be to an amount of 20% of the 
capitalization of the bank and that unless paid in at 
the start 10% of the net profits of the business must 
be set aside from the semi-annual earnings of the 
company and put in such a surplus fund, until the 
whole 20% is accumulated. Generally banks accumu- 
late a surplus considerably greater than 20% of their 
capital. 




HOW THE BANK STARTS IN BUSINESS 



67 



Bank Stock. 

The shares of stock of banking corporations are 
bought and sold in the same way as are the shares of 
other commercial enterprises, the price, of course, 
being determined by the earnings of the bank. If the 
capitalization is small and the cash deposits large, the 
rate of net earnings is likely to be very high, whereas 
if the capitalization is too large in proportion to the 
demands of the community, part of the funds will be 
lying idle or must be employed at a ver>' low rate of 
return, and the earnings will be proportionately 
lower. For this reason the question of judicious capi- 
talization is of great importance. A new bank does 
not want to stagger along under a load of capital so 
large that it cannot possibly earn a satisfactory re- 
turn upon it, nor does it want to have its operations 
crippled by lack of funds. 

Routine op Organization. 

Having decided to organize the bank, and having 
awakened sufficient interest in the enterprise so that 
the necessary subscriptions to its capital stock are 
reasonably assured, the next step is to call a meeting 
of those interested, for the determining of the policy 
of organization. At the same time it is well to secure 
the services of a good lawyer, who will superintend 
the steps of the process and guide the future com- 
pany through the necessary formalities of incorpora- 
tion. If the bank is to be a large one, this lawyer 
may be retained as legal counsel, even after the 
period of organization. 
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Appucation. 

If the new bank is to be organized as a National 
bank, all necessary steps will be indicated by the 
Comptroller of the Currency, and the necessary forms 
* furnished upon application to him. The first step 
will be such a letter of application, signed by not less 
than five natural persons who contemplate becoming 
stockholders of the new bank. All these incorporators 
must be persons legally qualified to hold property and 
they must state in their application the nature of their 
business, and their financial standing. The applica- 
tion must be signed by a United States senator, rep- 
resentative, judge of court, or some other person oc- 
cupying a prominent official position in the com- 
munity and acquainted with the persons making ap- 
plication. The following form is furnished by the 
Comptroller of the Currency for this purpose : 

APPLICATION TO ORGANIZE A NATIONAL BANK. 

191 

TO THE COMPTROLLER OF THE CURRENCY, 

Washington, D. C. 

Sir:— 

Notice is hereby given that we, the undersigned, being 
natural persons, and of lawful age, intend, with others, to 
organize a National Banking Association, under the title 

of "The to be located at 

, County of , State of 

with capital of | , to succeed the bank 

of 

We request that the title be reserved for a period of sixty 
days and the necessary organization papers and instruc- 
tions sent to at 

(This application must be signed by at least five prospec- 
tive shareholders, and Indorsed as Indicated.) 
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Signatures 
of 

Applicants. 


Residences. 


Business. 


Financial 
Strength 
in 

Figures. 



































The signers of this application are known to be reputable 
citizens, and the foregoing information in reference to their 
business and financial standing is, in my opinion, correct 



Name of the Bank. 

The name, as suggested in this form of application, 
must be in the exact form which the association de- 
sires it to stand, and no new bank is allowed to select 
a title including the word first" if a National bank 
has previously existed in the place where they propose 
to engage in business, even though it has since gone 
out of existence. The name likewise must not be too 
similar to that of any other bank in the same place. 
Upon the receipt of this application, the Comptroller 
of the Currency will reserve the title which they have 
suggested, for a period of sixty days, which is the 
time ordinarily taken for completing their organiza- 
tion. 



•signature of Member of Consrress, Jndge of Court, or other 
prominent public official. 
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Articles op Association. 

If the Comptroller approves of the application of 
the incorporators, they will be instructed to proceed 
with their organization by the preparation of articles 
of association in some such form as the following: 



For the purpose of organizing an association to carry 
on the business of banking, under the laws of the United 
States, the undersigned subscribers for the stock of the 
Association hereinafter named do enter into the following 
Articles of Association: 

First: The title of this Association shall be 'The 



exact title, including name of city, but not of State.) 

Second. The place where its banking house or office 
shall be located, and its operations of discount and deposit 
carried on, and its general business conducted, shall be 



Third. This section may be worded in any of four ways: 

1st. — The Board of Directors shall consist of 

shareholders. The first meeting of the shareholders for 

the election of directors shall be held at 

on the or at such other place and time 

as a majority of the undersigned shareholders may direct. 

2nd. — The Board of Directors shall consist of not less 
than (insert minimum number) and not more than (insert 
maximum number) shareholders. The number of directors 
elected at each annual meeting shall constitute the board 
for the year, all vacancies to be filled in accordance with 
the provisions of Section 5,148. The first meeting of the 
shareholders for the election of directors shall be held at 



other i^ace and time as a majority of the undersigned 
shareholders may direct 

3rd. — The Board of Directors shall consist of 

shareholders and the following persons (here insert their 
names) are hereby appointed directors of this Association, 



ARTICLES OF ASSOCIATION. 



{CsLve should be taken to state 



on the 



or at such 




HOW THE BANK STARTS IN BUSINESS 



to hold their offices as such until the regular election takes 
place pursuant to the fourth article of these Articles of 
Association and until their successors are chosen and have 
qualified. 

4th. — ^The Board of Directors shall consist of not less 
than (Insert minimum number) and not more than (insert 
maximum number) shareholders, and the following named 
persons (here insert their names) are hereby appointed 
directors of this Association, to hold their offices as such 
until the regular annual meeting takes place pursuant to 
the fourth article of these Articles of Association and 
until their successors are chosen and have qualified.* 

Fourth. The regular annual meetings of the share- 
holders for the election of Directors shall be held at the 
banking house of this Association on the second Tuesday 
of January of each year; but If no election shall be held 
on that day, it may be held on any other day, according to 
the provisions of Section 5,149 of the Revised Statutes of 
the United States, and all elections shall be held according 
to such regulations as may be prescribed by the Board of 
Directors, not inconsistent with the provisions of the 
National Banking Law, and of these articles. 

Fifth. The capital stock of this Association shall be 

thousand dollars, divided into shares of one 

hundred dollars each; but the capital may, with the ap- 
proval of the Comptroller of the Currency, be Increased at 
any time by shareholders owning two-thirds of the stock, 
according to the provisions of an act of Congress approved 
May 1, 1886; and in case of the increase of the capital of 
the Association, each shareholder shall have the privilege 
of subscribing for such number of shares of the proposed 
Increase of the capital stock as he may be entitled to ac- 
cording to the number of shares owned by him before the 
stock is increased. 

*It will be noted that when the directors are named in the 
Articles of ABSocIation, it is unnecessary to provide for holding 
a meeting for the election of directors. 

Section 6^48 referred to In forms 2 and 4 of the foregoing 
prorides that vacancies in the board shall be filled by appoint- 
ment by the remaining directors and any director, so appointed 
shall hold his place until the next election. 
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Sixth. The Board of Directors, a majority of whom shall 
be a quorum to do business, shall elect one of its members 
President of this Association, who shall hold this office 
(unless he shall be disqualified, or be sooner removed by 
a two-thirds vote of all the members of the Board) for the 
term for which he was elected a Director. The Directors 
shall have power to elect a Vice-President, who shall also 
be a member of the Board of Directors, and who shall be 
authorized, in the absence or inability of the President 
from any cause, to perform all acts and duties pertaining 
to the office of President except such as the President only 
is authorized by law to perform, and to elect or appoint a 
Cashier, and such other officers and clerks as may be re- 
quired to transact the business of the Association; to fix 
the salaries to be paid to them, and continue them in 
office, or to dismiss them as, in the opinion of a majority 
of the Board, the interests of the Association may demand. 
The Directors shall have power to define the duties of the 
officers and clerks of the Association, to require bonds from 
them, and to fix the penalty thereof; to regulate the man- 
ner in which elections of Directors shall be held, and to 
appoint judges of the elections; to make all by-laws that 
it may be proper for them to make not inconsistent with 
law, for the general regulation of the business of the Asso- 
ciation and the management of its affairs, and generally 
to do and perform all acts that it may be legal for a Board 
of Directors to do and perform under the Revised Statutes 
aforesaid. 

Seventh. This Association shall continue for the period 
of twenty years from the date of the execution of its 
Organization Certificate, unless sooner placed in voluntary 
liquidation by the act of its shareholders, owning at least 
two-thirds of its stock, or otherwise dissolved by authority 
of law. 

Eighth. These Articles of Association may be changed 
or amended at any time by shareholders owning a majority 
of the stock of the Association, in any manner not incon- 
sistent with law; and the Board of Directors, or any other 
shareholders, may call a meeting of the shareholders for 
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this or any other purpose, not inconsistent with law, by 
publishing notice thereof for thirty days in a newspaper 
published in the town, city or county where the BanlL is 
located, or by mailing to each shareholder notice in writ- 
ing, thirty days before the time fixed for the meeting. 

In WITNESS WHEREOF, we have hereunto set our 
hands this day of 191 . 



I CERTIFT that these Articles of Association are 
executed in duplicate; that one of the instruments so 
executed is the foregoing, and that the other, alike in all 
respects, is on file with said Bank. 

(To be signed by President or Cashier.) IPl . 

Organization Certificate. 

These Articles of Association must be signed by at 
least five of the signers of the original application, 
and if made in the above form will be sure to meet 
the approval of the Comptroller, though he will also 
permit any variations of the form desired by the in- 
corporators to cover any peculiar features of tkeir 
proposed organization, so long as such change is in 
conformity with the provisions of the National Bank 
Act. Besides the Articles of Association, an Organ- 
ization Certificate must be prepared and signed by the 
same persons as those who signed the articles, and 
this must also be sent to the Comptroller, and a dupli- 
cate kept by the bank. The form of Organization 
Certificate is here shown : 



We, the undersigned, whose names are specified in 
article fourth of this Certificate, having associated our- 
selves for the purpose of organizing an Association for 
carrying on the business of banking, under the laws of the 



ORGANIZATION CERTIFICATE. 
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United States, do make and execute the following Organiza- 
tion Certificate: 
First The title of the Association shall be "The 



(Insert exact title of bank, including the name of town, 
but not that of State.) 

Second. The said Association shall be located in the 

of county of , and 

State of where its operations of discount 

and deposit are to be carried on. 

(In giving the name of the proposed location of the bank, 
indicate whether the place is a "Village," "Town/* or 
"City." Also give the names of €k)unty and State.) 

Third. The Capital Stock of this Association shall be 

dollars, (| ), and the same shall 

be divided into shares of one hundred dollars 

each. 

(In this section care should be taken to give both the 
amount of capital of the bank and the number of shares 
into which this capital is divided.) 

Fourth. The name and the residence of each share- 
holder of this Association, with the number of shares held, 
are as follows: 





Name. 


Residence. 


No. of Shares. 


1 








2 








3 















Insert the names of all shareholders, their residences, 
the number of shares held by each shareholder, and the 
total number of shares. 

(The names, etc., of all the shareholders must appear on 
this page.) 
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Fifth. TbiB Certificate is made in order that we may 
avail ourselves of the advantages of the aforesaid laws of 
the United States. 

In witness whereof, we have hereunto set our hands, this 
day of ,191 . 



1 



2 



8 

(Those that have signed the articles of association are 
required to sign on this page, and they must do so in their 
own handwriting. They must also make acknowledgment 
on the following page.) 
SUte of. . 
County of 

Before the undersigned, a of , per- 
sonally appeared * 



to me well known, who severally acknowledged that they 
executed the foregoing Certificate for the purposes therein 
mentioned. 

QfDcial Seal 1 Witness my hand and seal of Ofllce this 
] of OfBcer. ( day 191 . 



By-Laws. 

At this point in the organization it will be well to 
draw up a form of by-laws for the government of the 
banking association. A general form is suggested by 
the Comptroller, but any form which the shareholders 
see fit to adopt is equally good, so long as none of its 
provisions are in disagreement with the requirements 
of the National Bank Act. The by-laws will provide 
for the holding of stockholders' meetings, the election 
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of officers and directors, records of proceedings, trans- 
fers of stock, and the general manner of conducting 
the business of the bank. 

Stock Certificates. 

In order to secure the payment of the bank's capi- 
tal, stock certificates must be issued to the 8ix)ck- 
holders and a record made of all stock holdings. The 
form of Stock Certificate will be similar to the fol- 
lowing: 

FORM OP STOCK CERTIFICATE. 

NATIONAL BANK. 

No Shares. 

BE IT KNOWN that is entiUed to Shares 

of One Hundred Dollars each, in the Capital Stock of the 

Bank of transferable only on the 

books of the Bank by the said or 

Attorney on surrender of this Certificate. 

New York { ^^TTT ) m.... 

Cashier. 1 { President 



Subscriptions to the capital stock of the bank should 
be called in as promptly as possible, and one-half of 
the total amount of the capitalization must be paid 
in before the Comptroller will permit the bank to 
commence business. Payments for capital stock must 
be made in cash, not in promissory notes or other 
evidences of debt. As soon as the necessary one-half 
has been collected, this fact may be communicated to 
the Comptroller of the Currency, in a form like the 
following: 
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CEKTIFICATB OF PAYMENT OP FIRST INSTALMENT 
OF CAPITAL STOCK. 
It Is hereby certified, as required by section 5,140 of the 
Revised Statutes of the United States, that of the author^ 

ized capital stock of | of The National 

Bank of , , organized in conformity 

with the provisions of the banking laws of the United 
States authorizing the organization of national banking 

associations, the first installment, amounting to | 

has been paid in cash. 

President. 

or 

, Cashier. 

State of ) 

County of f 

Subscribed and sworn to before the undersigned, a 

of the said county, this day of ,191 . 



(Official title) 

The remaining fifty per cent, of the capital stock 
must be paid in not more than five instalments, one 
at the end of each month following the granting of 
authority to commence business. Each such payment 
must also be certified to the Comptroller of the Cur- 
rency in a form similar to that used for the first pay- 
ment. 

Chaster Bonds. 

In the case of banks organizing under State laws, 
steps similar to those indicated above would be all 
that would be required, but National banks are re- 
quired to purchase and deposit with the Treasurer of 
the United States interest-bearing government securi- 
ties, known as ''Charter Bonds.'' Banks having a 
capital of $150,000, or less, must deposit bonds to the 
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amount of one-fourth of their capital, and banks hav- 
ing a capitalization greater than $150,000, must make 
a minimum deposit of $50,000 in bonds. Their amount 
will be larger in case the bank desires to issue its own 
notes for circulation, but the special requirements in 
regard to circulation will be treated in detail in an- 
other chapter. 

Charter. 

Having deposited the necessary charter bonds and 
complied with all other requirements to the satisfac- 
tion of the Comptroller of the Currency, the bank is 
now in a position to receive from him a charter 
authorizing it to commence business. The form for 
National banks is very brief, but State charters are 
generally longer and include many of the details 
found in the preliminary papers required under the 
National Bank Act. 

CHARTER. 
TREASURY DEPARTMENT. 
OPPICB OP THE COMPTROLLER OP THE CURRENCY: 
Washington, D. C, 191 . 

WHEREAS, hy satisfactory evidence presented to the 

undersigned, it has been made to appear that 

In the of in the county of 

and State of has complied with all the provi- 

sions of the Statutes of the United States, required to be 
complied with before an association shall be authorized to 
commence the business of Banking: 

NOW THBREPORE, I Comptroller of the 

Currency, do hereby certify that in the 

of in the county of and State of 

, is authorized to commence the business of 

Banking as provided in Section Pifty-one hundred and 
sixty-nine of the Revised Statutes of the United States 
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IN TESTIMONY WHEREOF witness my hand and Seal 



Board of Directors. 

Before the time of the granting of the charter the 
stockholders will have met for the election of a Board 
of Directors, who, in turn, will elect the necessary 
officers of the bank and provide for its administra- 
tion. We will now examine the form of organization 
and management of the business itself. 



of office this 



day of 



191 



(Seal.) 



Comptroller of the Currency. 




L 



CHAPTER VI. 



MANAGEMENT AND INTERNAL ORGANIZA- 
TIOxN.^ 

The actual management of the bank is passed over 
by the body of stockholders to a comparatively small 
group, who constitute a Board of Directors, as in 
other incorporated concerns. They, in turn, delegate 
the actual conduct of business to an executive com- 
mittee and such oflScers as they may select. The num- 
ber of directors is left to the option of the stock- 
holders, but a National bank must have at least five. 
It is common to find boards consisting of a larger 
number, but seldom more than fifteen ; always an odd 
number to avoid a tie vote. Directors of National 
banks must each hold at least ten shares of the capital 
stock of the bank, of which they must be actual own- 
ers in their own name, free from all claims and not 
pledged for any loan or debt. The directors must be 
citizens of the United States and at least three-fourths 
of them must be citizens of the State or territory in 
which the bank is organized, and must have been 
residents of that State or territory for at least one 
year prior to the date of the organization. They hold 
oflSce for one year unless by reason of death, or res- 
ignation, or removal from the State, it becomes neces- 
sary before that time to elect a successor. 
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Choice op Directors is Important. 

The position of director in a bank is one of great 
importance, because it is the directors who decide all 
large questions of policy of the bank. They may 
delegate the authority, to a greater or less extent 
to an executive and to the president, or to the 
president, but all his actions must be reported to 
the directors and ratified by them, and the law holds 
them liable for all such actions. On their ability and 
faithfulness depends very largely the success or fail- 
ure of the bank. The directors should be the most 
broad-minded, upright, and able of the stockholders. 
The character of a new bank will be largely judged 
by the kind of men elected to its board of directors. 
In a country bank it is quite frequent to find a di- 
rector from each of several small towns tributary to 
that in which the bank is located, or in the country 
districts from which a considerable part of its patron- 
age is drawn. This gives to the Board of Directors a 
representative character which is wholly lacking if all 
the directors are selected from a small group of stock- 
holders in the town where the bank is located. The 
out-of-town directors will be watchful of the interest 
of their respective sections, and will aid in building 
up the business of the bank, and extending its field of 
activities. 

Director's Oath. 

Directors of National banks are always required to 
take an oath of office. The form prescribed by the 
National Bank Act is as follows : 
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OATH OP DIRECTOR. 

State of . 
County of 

I, the undersigned, Director of the of » 

in the State of , being a citizen of the United 

States, and resident of the State of , do solemnly 

swear that I will, so far as the duty devolves on me, 
diligently and honestly administer the aftairs of said Asso- 
ciation; that I will not knowingly violate, or willingly 
permit to be violated, any of the provisions of the Statutes 
of the United States under which this Association has been 
organized; and that I am the owner, in good faith and in 
my own right, of the number of shares of stock required by 
said Statutes, subscribed by me or standing in my name on 
the books of the said Association; and that the same is not 
hypothecated, or in any way pledged as security for any 
loan or debt. 



Place of Residence: 

Subscribed and sworn to 

this day of 

,191 , before - 

the undersigned, a 

in and for said county. 



Notary Public. 

It would be well if all officers carefully pondered 
and rigidly lived up to the letter of this oath. To some 
it becomes merely a form and the nature of the prom- 
ise is soon forgotten, but the position of the director 
of a bank is a position of trust in a double sense ; first, 
to the stockholders who have invested their money in 
the shares of the corporation, and second to the depos- 
itors who entrust the bank with their funds. 
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DiBECTORs' Meetings. 

Where a bank is located in a small town, it is not 
customary for the directors to meet at very frequent 
intervals, and often monthly meetings are found to 
be sufficient. A finance or executive committee is 
often appointed to exercise the functions of the board 
of directors in the intervals between their meetings, 
but in larger places and where business is active, 
weekly and often daily meetings are found necessary. 
There should be a careful record kept of the matters 
acted upon at every meeting of the directors, and such 
minutes are commonly kept by the cashier of the bank. 
National banks are required to keep such a record 
and a careful bank examiner will always investigate 
the matter and make sure that complete and accurate 
reports are made. 

Payment op Directors. 

Very frequently an attendance fee is allowed 
for presence at meetings of the board of directors 
and sometimes regular salaries are paid. This is 
left to the option of the stockholders and in large 
banks, where frequent meetings are required, and 
where the directors do actually direct the course 
of the bank's affairs, they are properly entitled to a 
remuneration for the service. But in the case of 
small banks, the service rendered is slight and usually 
no salary is paid. If the salary becomes large enough 
to be an object of consideration, it may possibly have 
the tendency of attracting less desirable men to try 
to secure election to the board of directors, simply for 
the sake of the salary attaching to the position. 
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President of the Bank. 

The actual head and manager of the bank is the 
president. He is chosen by the directors from their 
own number, and presides at all meetings of the board 
unless some other member of the board is elected chair- 
man as is sometimes done. There he reports on such 
action as he has taken in the management of the daily 
affairs of the bank, and receives the confirmation of 
the board to such action. He also presents any ques- 
tions or problems which he desires to have decided 
upon by the directors, and from them receives instruc- 
tions as to what action they desire to have taken. It 
is customary to allow the president a considerable de- 
gree of latitude in the granting of loans and discounts 
to customers of the bank, particularly where meetings 
of the board of directors are held only at rather infre- 
quent intervals. In such cases, if the application is 
for a loan of unusual size, the president can ordinarily 
confer with a number of individual members of the 
board of directors and secure from them an informal 
expression of opinion and can feel sure that the action 
which he then takes will be ratified by the board at 
their next meeting. In the case of large city banks, 
while the requests for loans are likely to be larger, 
the meetings of the directors are also more frequent, 
so that the president can submit such questions direct- 
ly to the board. 

ViCE-PRESmENT. 

In large banks it is also common to delegate the 
smaller matters to one or more vice-presidents, and to 
reserve the time of the president for the larger mat- 
ters. Where there are several vice-presidents, each 




MANAGEMENT AND INTERNAL ORGANIZATION 85 

may be put at the head of a separate department. In 
the country bank, the functions of both president and 
vice-president are likely to be delegated to the 
cashier, to a very large extent at least. Where the 
president and vice-president do take an active part in 
the business of the bank, they should be practical 
bankers and not merely prominent members of the 
board of directors, chosen because of their personal 
popularity or standing in the community. Banking 
is a specialized form of business and needs special 
training and qualifications. For example, the presi- 
dent of a National bank is required to sign and swear 
to the reports of condition of his bank which are sent 
to the Comptroller of the Currency from time to time, 
and in order to properly perform this service, he 
should be able to tell whethei^ the reports are correct. 
This requires a practical knowledge of the business 
of banking. The president of a bank is also required 
to sign all transfers and conveyances which are made 
by the bank under its seal as well as other contracts, 
checks, drafts, and the notes put out by the bank, in 
case it is a National bank and takes advantage of its 
privilege of issuing bank notes. Generally this power 
is given over to the cashier in case of the absence or 
disability of the president. 

The Cashier. 

The cashier is the chief executive officer of the bank 
and has direct control of its mechanism and operating 
force. Without an efficient cashier no bank can be 
really successful. He is in direct control of the funds 
of the bank and is given authority to sign its checks, 
drafts and vouchers, and attends to the making of its 
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disbursements for salaries, purchase of materials, aiul 
the like. He must be a practical banker, and must 
install and supervise the working system of the bank. 
If the bank is small, he may perform also the services 
, of both paying and receiving teller, or of one of these 
positions, but where the bank is large enough to war- 
rant, he devotes his time entirely to general adminis- 
trative matters. 

Directs Clerical Force. 

He is supposed to keep a close watch of the - 
operations of the various departments, supervising 
the clerical force and overseeing the general run- 
ning of the bank. He is expected at all times to 
be adequately informed as to the condition of the 
bank's affairs and to be able to advise the president 
or board of directors as to its standing and ability to 
extend credit in a given case. He also generally has in 
his hands the regulation of the relations of his bank 
with other correspondent banks with whom they may 
have dealings regularly or at uncertain intervals. The 
cashier is expected to act as general guardian of the 
bank's interests, and to him will be referred new 
customers, desiring to open accounts with the bank, 
as well as those desiring to make loans. He is expected 
to keep a careful watch of the collateral which is de- 
posited with the bank for the security of loans so that 
the bank may always be adequately protected by *a 
fair margin. This may be done through a clerk who 
devotes his whole time to it. 

Cashier is Secretary at Directors' Meetings. 

The cashier also acts as secretary at the meetings 
of the board of directors and is ordmarily a 
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stockholder and not merely an employee of the 
bank. In aU larger banks the duties of the cashier 
will be so heavy as to demand the appointment of 
one or more assistants to the cashier, generally each 
in charge of a separate department of the bank's 
work. Thus the paying teller might be the first assist- 
ant cashier, and the receiving teller and general 
bookkeeper would be designated as second or third 
assistants. If the work is suflBciently heavy, there will 
be numerous other departments or subdivisions of de- 
partments in charge of separate clerks, such as Dis- 
count Clerk, Collection Clerk, Credit Clerk, etc. 

Paying Teller. 

Among the clerical force of the bank, the position 
of Paying Teller is generally regarded as first in 
importance. The position is one that demands long 
experience and peculiar qualifications. The man who 
fills it should be possessed of excellent judgment, un- 
limited good nature, and be an expert in the business 
of banking. . He generally comes to this position by 
promotion from the lower grades of employment with- 
in the bank as a recognition of his ability and faith- 
ful service. The Paying Teller is the one who 
actually disburses the bank's cash, and this is a duty 
that requires great caution if serious errors are to be 
avoided. Two things must be especially guarded 
against besides errors in actual counting of the cash 
delivered over the counter. One of these is the paying 
of checks to persons not entitled to receive them and 
the other of paying checks which should not be paid. 

Identification. 
The question of identification is one which presents 
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constant difficulty to the Paying Teller, particularly 
where business is brisk and any delay at the Paying 
Teller's window is likely to cause inconvenience to a 
large number of people, who have no time to waste. 
The danger of paying a check without proper identifi- 
cation, however, is so great that the greatest caution 
must be exercised, because the bank is held liable in 
case of loss resulting from such an error and our large 
cities are well supplied with persons ready to take 
advantage of the bank in this particular. The only 
safe way is to require that all persons unknown to the 
paying teller shall be introduced to him by some per- 
son with whom he is acquainted. The paying teller 
must also watch carefully the signatures and endorse- 
ments on checks presented for payment in order to 
avoid forgeries and involve the bank in dispute or 
loss. 

Verifying Accounts. 

Besides watching the general form and signature 
of cheeks presented for payment the paying teller 
should also be fairly familiar with the standing of the 
different customer's accounts in order to avoid paying 
a check for an amount larger than the balance which 
the drawer of the check has on deposit at the time. In 
a small bank, where accounts are not very numerous, 
a paying teller who acts as cashier and perhaps also 
as bookkeeper, will have no difficulty in remembering 
such information, but in the large city bank it pre- 
sents a rather serious problem. In case a very large 
check is presented, or for any other reason the cashier 
may desire to make sure of the account he will have 
the matter looked up by the bookkeeper. In order to 
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avoid offense to the person presenting the cheek, the 
teller very frequently has a signal understood by the 
bookkeeper and other clerks so that he can have the 
check verified without mentioning the fact to the 
person presenting it. A new device known as the tel- 
autograph enables him to write the enquiry on a pad 
on his counter, and have the message electrically re- 
produced at the other end of the line on the book- 
keeper's desk. 

Teller's Cash. 

The paying teller at the beginning of business each 
day has in his immediate possession such a fund of 
cash as he believes will be ample for the immediate 
demands. This will consist of gold coin, gold treasury 
certificates, silver coin, silver treasury certificates, 
treasury notes, greenbacks, national bank notes and 
subsidiary silver and minor coins, all distributed in 
separate tills according to kind and denomination. 
For the purpose of handling change the ''change 
machine*' or ** automatic cashier" which has come 
into use in many large banks is a great convenience, 
making it possible for the teller to make payments 
with a great increase of both speed and accuracy. The 
teller has merely to press the key marked with the 
amount which he desires, and it will be delivered to 
him automatically. This saves him the time of picking 
out all the separate coins and counting them. The 
paying teller is also furnished each morning with a 
summarized statement of the funds on hand in the 
bank, made out in a form like the following: 
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FIRST TELLER. 
CASH. 

THE FIRST NATIONAL BANK. 



, 19.... 



Gold Coin 

Gold Treas. Certificates 

Gold C. H. Certificates 

Sub-Treas. Receipts 

Silver Coin 

Silver Treas. Certificates 

Silver Treas. Notes 

I^gal Tender Notes 

National Bank Notes 

2d and 3d Teller's Money 

Cash Items 



In the course of the day the funds set aside for pay- 
ments by the paying teller in the morning will be 
added to by transfers of money taken in by the re- 
ceiving or note tellers in the course of the day's busi- 
ness. The paying teller gives them the need 2d vouch- 
ers for sums so received, and enters all such items in 
his settlement book as credits to the various depart- 
ments. 

Special Demands. 

An accommodating teller will so far as possible, 
supply his customers with just the kind of money 
which they desire. It is always a good plan to have 
clean bills and bright coins, as they are more attractive 
as well as more sanitary. Old and mutilated currency 
can be presented to the treasurer of the United States 
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in sums of $1,000 or multiples of that amount, and 
will be exchanged for fresh new currency. There are 
also likely to be special demands for currency of cer- 
tain denominations by employers making payments 
in cash to their work people, or by merchants who 
desire a great many small coins in making change, 
or the like. For this purpose, the paying teller has 
part of his funds in the form of rolls of coins, counted 
and plainly marked, or in small bags, or in packages of 
bills. The rolls contain twenty-five cents in pennies, 
one dollar in nickels, five dollars in dimes or quarters, 
and ten dollars in halves. The bags of coin or pack- 
ages of paper money are for larger amounts. 

Records and Proof. 

As the paying teller makes payments in the course 
of the day's business, he enters the amount of each 
check paid upon a book which he keeps for the pur- 
pose together with the name or initials of the drawer. 
This he totals up at the close of the day's business and 
enters it together with cash on hand at the beginning 
of business and any items which he may have received 
from the other tellers during the day in a book w^hich 
is known as the first teller's*' proof book. Besides 
payments made over the counter, he has perhaps sent 
a remittance to the clearing house to settle a balance 
due on the day's clearings. If so, this will be included 
in his proof for the day, or if a payment has been re- 
ceived from the clearing house it will be added to the 
funds for which he must account. To ''prove" the 
day's business, there must be a balance between the 
cash on hand in the morning and that received from 
the other tellers or the clearing house during the day, 
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and the payments made over the counter or to other 
departments of the bank in the course of the day's 
business plus the cash on hand at the close of the day. 
A form of paying teller's proof is shown on page 93. 

Receiving Teller. 

The receiving teller comes next in importance to the 
paying teller. He receives the money or other deposit 
items brought to the bank and credits these upon the 
customer's pass-book. In a small bank the receiving 
teller will also have charge of collections from individ- 
uals or other banks, notes or loans repaid to the bank, 
or in fact all funds which it receives either over the 
counter or by mail. In a lai^e bank, however, there 
will be a separate note teller, and a collection teller. 
The receiving teller must examine all items presented 
for deposit, to make sure that checks or similar items 
are properly made out and endorsed, that he does not 
receive counterfeit money, etc. All items which he 
receives he enters upon the book of the depositor, 
after checking it against the deposit slip presented 
with it. He also enters all such items of deposit in a 
record book which he keeps for the purpose — ^the 
scratcher — and assorts his funds as received according 
to kind and denomination. At the close of the day's 
business or at intervals during the day, these funds 
will be turned over to the paying teller and the record 
of receipts is footed up and a proof of the day's 
business made up to be turned over to the paying 
teller. A receiving teller's proof is shown on page 94. 

Note and Collection Teller. 
If there is a separate note teller, he will make up a 
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RECEIVING TELLER'S DAILY SETTLEMENT. 
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CASH ITEMS 



Deposits 

Miscellaneous Items 

Items from Paying Teller. ... 



Total Receipts . 
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Items to Paying Teller. 

Cash 

Cash Items 



Total Cash 



TOTAL 



proof of his day's receipts, generally turning it over to 
the receiving teller, who includes it in his own report. 
The same is true of the collection teller. The principal 
difference between their work and that of the receiving 
teller is that their business is transacted by mail or 
through messengers instead of being done over the 
bank's own counter. In a large city, the collection 
clerk may have a large and important department with 
several assistants and a number of messengers used in 
making collections within the city. ''Foreign" or out- 
of-town items will be collected by mail. The collec- 
tion department is one which requires very close atten- 
tion to detail in order that no items may be overlooked 
at the time that they come due but may be collected 
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with the greatest promptness. A tickler" is common- 
ly arranged in which are entered on a single page or 
in a single section all the items which fall due upon 
a given date. For this purpose a card index system 
presents a great many advantages. 

Bookkeeping. 

An important department of the bank's work is 
that relating to the bookkeeping of the concern. An 
entire chapter will be devoted to this subject else- 
where. 

Discount Clerk. 

Where a discount derk exists as a separate func- 
tionary, his department is one of those requiring 
closest care and best judgment. He should be thor- 
oughly well informed in the work of his department, 
swift and accurate in calculating interest and dis- 
count rates, and possessed of a good personality and 
sound judgment. He should embrace every oppor- 
tunity of acquainting himself as thoroughly as pos- 
sible with the general business conditions in the city 
in which the bank is located, and with the financial 
standing of the customers of the bank, or whoever is 
likely to desire accommodation in the way of bank 
loans. 

Associations op Banks. 

In this connection we might also notice the rela- 
tion of the bank to other institutions. The only formal 
association of banks is ordinarily the clearing house, 
and this will be discussed in a chapter of its own. 
But every bank has occasion to establish relations 
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more or less elose with a large number of other banks. 
Country banks frequently place a part of their funds 
on deposit with city banks, and city banks with other 
banks in the same or lai^er cities. These loans will 
generally be subject to call on demand. The National 
Bank Act provides that country bankers may deposit 
three-fifths of their legal reserve with reserve city 
banks such as those in Boston, Philadelphia, Denver, 
San Francisco and a large number of other cities. 
Similarly, National banks in these reserve cities may 
deposit one-half of their legal reserve of 25% of the 
amount of their deposits with National banks in the 
three central reserve cities — ^New York, Chicago and 
St. Louis. 

Correspondent Banks. 

Besides placing its reserved funds on deposit 
with its correspondent, the local bank will, from 
time to time, require credit to meet the demands 
made upon it for funds for the harvesting or shipping 
of crops, or for some other extraordinary need of its 
customers. It is to the correspondent bank that it 
looks for accommodation with such temporary credit. 
Besides these services, the city bank can often aid its 
smaller correspondent by assisting it in the matter of 
investing such part of its funds as it desires to put 
into government or other bonds. The large bank may 
have a special bond department, and for that reason, 
or because of its more favored location in a large 
financial centre, or its wide business acquaintance, 
may be able to make such purchases for the country 
bank on the most favorable terms. 
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Collecting Through Correspondent. 

In the matter of collections, too, such correspondent 
banks can be of mutual assistance to one another. The 
local bank is receiving checks and drafts from time to 
time, drawn upon banks in distant parts of the coun- 
try. It is very convenient to have a correspondent in 
each of the large cities throughout the country, to 
whom such items or any other banking matters which 
come into the hands of the local bank may be sent. On 
the other hand, the city bank receives in the course of 
its business a large number of local checks drawn on 
country banks widely scattered over the country. It is 
a great advantage to them to have friendly relations 
with local banks to whom they can send such items and 
have them collected or verified as quickly as possible. 

American Bankers Association. 

The idea of bankers associations has been making 
headway in the United States in recent years and 
there are now many States which have State banking 
associations. These are similar to and generally 
copies of the great national organization, known as 
the American Bankers Association. This association 
includes in its membership about eleven thousand 
banks scattered all over the United States or a little 
more than half of all the banks in the country. This 
association has secured the concerted action for the 
bankers of this country on a large number of im- 
portant matters. It has made a great effort to unify 
and systematize the work of banking in the United 
States, and for this purpose, has perfected a system of 
forms for the use of all banks, members of the associa- 
tion, or others who see fit to adopt them. This has 
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resulted in an enormons saying of clerical work and 
tends to prevent errors. The association has also been 
active in the field of legislation and has secured the 
passage of uniform laws in regard to negotiable in- 
struments in nearly all the States of the Union. 

Mutual Protection. 

Another very important service which the American 
Bankers Association has taken over is that which is 
included under its protective department. Through 
this department the association undertakes the work 
of following up all robberies committed upon members 
of the association. With the large funds at its 
disposal it has conducted an extremely vigorous 
campaign against bank criminals of all sorts, with 
the result that the losses of banks belonging to the 
association have been reduced to a minimum, and are 
very much below those of banks not included in the 
association. In fact this service has been one of the 
greatest means of building up the membership. A 
somewhat similar service is that of the legal depart- 
ment for which it hires a lawyer who is an expert 
in banking law and whose advice on difficult questions 
has also been a source of great saving to the mem- 
bers. The association has also been active in the 
agitation for currency reform and in the investiga- 
tions of the present monetary conference. 

Details op Operation. 

Too much emphasis cannot be laid upon a careful 
attention to clerical details and the frequent revising 
of methods to keep the bank up to date. Proper 
equipment with adding machines, card indexes, per- 
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forators and other safely devices, tsrpewriters, tele- 
phones and the like will greatly lessen the amount of 
drudgery which is involved in the business of bank- 
ing. Great care should likewise be taken that the 
premises are cared for in a thoroughly efficient man- 
ner, since the outward appearance of the bank will 
have an effect upon the growth and prosperity of the 
business as well as does the condition of its finances. 
Indeed a great deal of importance attaches to the work 
of the janitor and his force, in view of the fact that 
not infrequently valuable papers may find their way 
into the waste baskets and be destroyed by accident 
or come into the hands of persons who will use them 
improperly. All waste paper from a bank should be 
carefully examined to see whether any valuable 
papers have been discarded by mistake, and then 
should be destroyed. Even papers of no value in 
themselves might give information as to the affairs 
of the bank or of its customers, which it is highly un- 
desirable to have scattered about. 
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BANK NOTES— HOW AND WHY THEY ABE 
ISSUED. 

Passing from the question of the organization of 
the bank, to a study of its activities, we take up first 
the subject of note issue. The issuing of notes is one 
of the oldest of banking functions, and it is some- 
times stated that this is the one distinctive character- 
istic of the bank and that any or all of its other serv- 
ices may be, and at times are, performed by mercantile 
firms or individuals. Banks desire to issue notes be- 
cause in this manner they are enabled to loan at 
interest their own promises to pay. We will suppose 
that a bank is employing all its available funds in its 
current business, and finds that it could still further 
increase its loans if it had something which borrowers 
would accept in exchange for their promises to pay 
at a future time. Bank notes will be thus accepted 
if the community has faith in the ability of the bank 
to redeem such notes in cash. In that case, the bor- 
rower will take bank notes and give his promissory 
note in exchange, as readily as for gold. What he 
wants is purchasing power, and if a five dollar bank 
note will be accepted by the merchant or manufac- 
turer on the same terms as would a five dollar gold 
piece, he is satisfied to take the notes from the bank. 
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Others take them from him because of their belief 
that they can be passed on in the process of trade or 
exchanged at the bank for cash. 

How THE Bank Profits. 

To the banks this means that they exchange at par 
their promises to pay for those of borrowers at a dis- 
count, and make a profit of the difference. The bank 
gives **A" one hundred dollars of its notes to-day in 
exchange for his promissory note due in six months. 
At that time he repays the bank one hundred and five 
dollars. Even if this repayment is in the form of 
its own notes, the bank has benefited by the trans- 
action, because it has one more five dollar note 
which can be used in extinguishing that amoimt of 
its obligations or can again be loaned. If the 
customer repays it half in gold and half in its 
notes it means that the bank has the free use of this 
amount of gold for such a longer period as its 
notes remain in circulation before being presented for 
redemption. If any of the outstanding notes chance 
to be destroyed and thus are never presented for re- 
demption, the bank under such a system of private 
redemption would receive a still further benefit. 

Security Needed. 

But it will be noticed that this discussion of the 
issuing of notes provides no security for the holders. 
Suppose that '*A" pays out this one hundred dollars 
of bank notes to third parties as soon as he receives 
them from the bank, and that these third parties go 
at once to the bank and there present the notes for 
redemption. The bank cannot give them * * A 's " prom- 
ise in exchange for these notes. It must either take 
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one hundred dollars in coin from its own funds or 
decline to redeem the notes. If it do the former, 
its hope of profit disappears, unless it is again able 
to put the notes into circulation. If the notes have 
been issued in large numbers, and the community be- 
comes distrustful of the bank's ability to pay, or if 
for any other reason all or a lai^e number of the 
holders present these notes for redemption at once, 
the bank will be forced to refuse. 

Early Experience. 

This was, in fact, just the thing which did happen 
in the early days of note issue by State banks in the 
United States. The country was j'oung and presented 
large opportunities for development, and supplies of 
loanable capital were relatively scarce. In response to 
the heavy demand for loans, the banks put out large 
issues of their notes, either unsecured or with inade- 
quate security. Credit was overexpanded, speculative 
activities greatly increased, and in time a condition of 
panic brought about. Then many holders of the notes 
would present them for redemption at a time when 
the bank was unable to secure repayment of its out- 
standing obligations. The result was that the banks 
were obliged to repudiate their note issues and very 
many of them failed in business. 

Origin op Present System. 

Some remedy had to be found for such a con- 
dition of affairs, and the present National Bank 
Act aims to so regulate the issue of notes by 
banks within the United States as to make them 
perfectly safe and acceptable. To accomplish this. 
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two things must be provided for: first, that any 
particular note can be at once exchanged for cash by 
the holder, and second that the whole outstanding 
issue shall be based upon sufficient security so that 
there can be no question as to the ability of the bank 
to refund their whole amount. The first result is ob- 
tained by the maintenance and regulation of a re- 
demption fund, and by the requirement that National 
banks redeem not only their own notes but the 
notes of any other National bank presented to them 
for that purpose. The second result is secured by re- 
quiring the bank to deposit with the government, 
United States bonds equal in amount to the whole 
issue of notes which they put out, by regulating the 
kind of business in which the bank is permitted to 
engage, and by making the notes a first claim upon 
the assets of the bank. 

National Bank Notes. 

We will now describe in detail the method of issu- 
ing National bank notes. At the time of organization, 
every National bank is required to deposit with the 
Treasurer of the United States, government bonds 
equal to one-fourth of the amount of their capitaliza- 
tion, or to fifty thousand dollars in the case of banks 
having a capital greater than one hundred and fifty 
thousand dollars. The bank is then permitted to issue 
its notes to an amount equal to such charter bonds if 
they be 2% bonds, and 90% of their amount if bonds 
with a higher interest rate, or, if it so desires, it 
- can deposit additional bonds up to a total amount 
not to exceed the amount of its capitalization. The 
bonds deposited as security for circulation must be 
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registered bonds of the United States and bear 
interest usually to the amount of two per cent., 
although there are two issues now available for 
the purpose, one of which bears S% interest and one 
of which bears 4%. However, the total amount of 
such bonds deposited to secure circulation is only 
about $30,000,000, whereas the deposits of 2fo bonds 
amount to approximately $650,000,000. 

The Bond Security. 

In order that bonds so deposited may become direct 
security for the notes issued, the banks assign the 
bonds to the Treasurer of the United States in trust 
for the bank, and from him receive a receipt. This 
security must always be maintained at the full amount 
of the note issue, and if the bonds depreciate so that 
their market value is less than the amount of notes 
issued, the banks must deposit either lawful money or 
additional bonds in suflBcient amount to restore the 
security to the total value of the note issue. In case 
a bank desires to retire its notes from circulation, it 
must deposit with the Comptroller of the Currency 
lawful money equal to the amount of all its notes then 
outstanding, thus providing a fund for their redemp- 
tion as they are presented. When such a deposit has 
been made, the bonds will be released by the Treasurer 
and returned to the bank. In case the bank has be- 
come insolvent and is unable to secure suflScient funds 
to make the necessary deposit in lawful money within 
thirty days after the expiration of six months, the 
Comptroller of the Currency may sell the bonds 
pledged as security for the circulation at public 
auction in New York City, in order to secure such a 
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redemption fund. In case the proceeds of this sale 
are greater than the amount necessary for redeeming 
all the outstanding notes of the bank after paying the 
expenses of the sale, the comptroller will return such 
surplus to the bank or its receivers. 

Engraving the Notes. 

The work of engraving and printing bank notes is 
done by the government in its Bureau of Printing 
and Engraving, and not left to the individual banks. 
The notes are issued in five different denominations 
as follows: five dollars, ten dollars, twenty dollars, 
fifty dollars and one hundred dollars. The cost of 
engraving the plates varies from fifty to seventy-five 
dollars, depending on the denomination of the notes, 
and this charge must be paid by the bank, but no 
charge is made for the printing of the notes. It is not 
permitted that a bank issue more than one-third of its 
circulation in five dollar denomination. The notes as 
printed by the Treasury Department leave at the bot- 
tom a blank space for the signature of the president 
or vice-president and the cashier of the bank. The 
notes are forwarded in blank by the Comptroller of 
the Currency to the issuing bank and are there signed 
and put into circulation. 

Redemption Fund. 

As soon as the bank receives these notes from the 
Comptroller, it is necessary to establish a redemption 
fund to provide for the payment of such notes as may 
be presented from time to time for redemption. As 
we have seen, all National banks are required to honor 
the notes of other banks. The result is that they ac- 
cumulate a considerable amount of such bank notes 
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which they themselves desire to have redeemed. It 
would be a great inconvenience if they were obliged 
to present such notes to all the various issuing banks 
in different parts of the country. It is a great con- 
venience to them to be able simply to present these 
notes to the Comptroller of the Currency by whom 
they are redeemed and charged to the 5% redemption 
fund of the respective banks. 

BLEEPING Up the Fund. 

As soon as such redemption of notes causes the 
fund of a given bank to fall below the required 
five per cent., the bank is notified of that fact 
and is required to remit a suflScient amount to 
restore it to the proper level. It must not be 
understood, however, that notes will be sent to 
the Comptroller for redemption whenever presented 
to the bank. Inasmuch as they are an acceptable 
form of currency to the community they will ordi- 
narily be paid out by the bank to its customers, and 
only when worn or mutilated will be held out by the 
bank and presented for redemption. In fact when 
notes not so worn are presented to the Comptroller 
they are simply forwarded to the issuing bank instead 
of being destroyed and new ones re-issued, as is done 
in the case of notes no longer fit for circulation. The 
cost of maintaining the redemption department, of 
sorting the bills, sending them to the various banks, 
etc., is charged upon the issuing banks, in proportion 
to the amount of their notes redeemed. 

Tax on Circulation. 

Besides the charge for engraving and printing and 
for the maintenance of the redemption fund, the bank 
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is also required to pay a tax upon the amount of its 
outstanding circulation. This tax amounts to one- 
half of one per cent, per annum in the case of bonds 
bearing two per cent, interest and is computed semi- 
annually upon a statement furnished by the bank as 
to the amount of their circulation outstanding. In 
case securities bearing a rate of interest higher than 
two per cent, were deposited by the bank, the annual 
tax is one per cent. The form of report made by the 
bank as the basis of taxation is as follows: 

SEMI-ANNUAL RETURN OP CIRCULATION SUBJECT 
TO DUTY. 

Return of the average amount of Notes of the 

National Bank of , State of , 

in circulation for the Six Months next preceding the first 

day of , 191 , with the duty thereon, made 

pursuant to the provisions of Section 5,215, Revised Statutes 
of the United States, and the act of March 14, 1900, in order 
to enable the Treasurer of the United States to assess the 
duty on circulation imposed by Section 5,214 of said 
statutes* as amended hy Section 1 of "An act to reduce 
internal-revenue taxation and for other purposes," approved 
March 3, 1883, and the said act of March 14, 1900. 



Amount of Circulating Notes received from the 
Comptroller of the Currency | 

Average amount of Notes in circulation for the 
period hased on U. S. two per cent Consols 
of 1930 I 

Duty on Average amount of Notes in circulation 
based on U. S. two per cent Consols of 1930 
at one-fourth of one per cent | 

Average amount of Notes in circulation for the 
period based on any or all other U. S. Bonds. . | 

Duty on Average amount of Notes in circulation 
based on all other U. S. Bonds at one-half of 

one per cent I 

Total amount of duty I 
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I, % , of the above-named National Bank, do 

solemnly swear that the above is a true statement of the 
Average amount of the Notes of said Bank in circulation 
for the time named. 



Subscribed and sworn to before me this 
day of ,191 . 



The amount of this tax can be paid either direct to 
the Treasurer of the United States or to any Assistant 
Treasurer or National bank depository. In such case 
a certificate of this payment is sent to the Secretary of 
the Treasury, a duplicate to the Treasurer, and a trip- 
licate held by the bank. In case it is necessary to 
make payment direct, it can be made, either in lawful 
money of the United States, notes of National banks, 
or by a draft on New York, payable to the order of 
the Treasurer. 

Amount op Circulation Issued. 

The amount of circulation put out by a bank is 
limited by the restriction that its maximum cannot be 
greater than the bank's capitalization. The exact 
amount which a bank puts out will be decided by the 
bank directors, and can be increased or decreased 
from time to time. In order to increase the 
amount of circulation, it is necessary to notify the 
Comptroller of the decision of the bank and to 
deposit with him the necessary additional bonds as 
security, at the same time increasing the amount of the 
redemption fund. The bank will then receive from him 
the additional notes. Likewise, when circulation is 
withdrawn, a corresponding decrease in the redemp- 
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tion fund takes place, and bonds no longer required as 
security are withdrawn by the bank upon the payment 
to the Treasury of a sum of lawful money, equal to 
the amount of notes to be withdrawn. It is not per- 
mitted, however, that more than nine million dollars 
in circulation may be retired within the period of a 
single month. In case a bank has expressed its inten- 
tion of withdrawing circulation and this limit has 
already been reached, the bank will be required to 
wait until a later time. 

Profits on Circulation. 

The reason for increasing or decreasing circula- 
tion will generally be found in the relative profits 
which the bank can make by using its funds in its cur- 
rent business or by investing them in bonds as the 
basis for a note circulation. The amount of profit 
depends largely on the premium which it is necessary 
to pay in purchasing the government bonds which 
have to be deposited as security. If the premium is 
very large, the profit will be proportionately smaller. 
Likewise, it will depend on the opportunity which the 
bank would have of using its funds in its regular busi- 
ness of loans and discounts, and the rate of interest 
which could be obtained from such use. To illustrate 
these points we will give a typical example to show 
the method of computing profits on National bank cir- 
culation. ^ 

Method pgr Computing Profits. 

We will suppose that the bank in question is taking 
out one hundred thousand dollars in circulation. As se- 
curity it must purchase one hundred thousand dollars 
par value of United States bonds, which we will assume 



Digitized by 



110 



PRACTICE OP BANKING 



to be of the series maturing in 1930, and purchased at 
103 or a premium of three per cent, on the par value 
of the bonds. The interest rate is two per cent. The 
bank has invested one hundred and three thousand 
dollars and in return has received interest-bearing 
securities in the amount of one hundred thousand dol- 
lars and its own notes to the same amount. On this 
it receives two thousand dollars per annum as inter- 
est on the government bonds and is enabled to secure 
the current rate of interest on the amount of its 
note issue by using these notes in the same way as 
it would use cash in its ordinary business opera- 
tions. Supposing that the bank put all these notes out 
at five per cent, interest in the form of loans and dis- 
counts, it receives from this source another five thou- 
sand dollars of income, making its total receipts 
seven thousand dollars a year. 

Deductions. 

On the other hand, there are certain deductions 
which must be made before we arrive at the net profit 
from this operation. First there is the tax of one-half 
of one per cent., or five hundred dollars for the year. 
Then there is the expense levied upon the bank by the 
government for the maintenance of the redemption 
fund and its services in connection with the redemp- 
tion, sorting, and re-issue of notes. This will vary 
slightly from year to year but wilt average about sixty- 
two dollars and a half per year. The cost of printing 
is borne by the government, but in the first year that 
the notes are issued there would be an additional 
charge upon the bank to cover the cost of engraving 
the necessary plates. 
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Loss ON Premium. 

Besides this we must bear in mind that the 
three thousand dollars of premium paid on the 
bonds at the time of their purchase is a direct 
loss upon the bank and must be provided for by means 
of a sinking fund. The amount necessary to provide 
for the accumulation of three thousand dollars in 1930 
is $96.87 per year if the bonds were purchased in 1910. 
Thus there are total deductions of $659.37 and the net 
receipts, therefore, are reduced to $6,340.63. On the 
other hand, if this $103,000 had been employed in the 
regular business of the bank at five per cent, interest, 
it would have yielded an annual return of $5,150. 
Thus the net return on the issue of notes is only a 
fraction of a per cent, greater than five per cent. The 
following example shows the results in accordance 
with the figures which we have just given : 



2% United States bonds of 1930 at 103. Interest rate 5%. 
Receipts: 



1100.000 IN CIRCULATION. 



Interest on bonds .... 
Interest on circulation 



12,000.00 
5,000.00 



Gross Receipts 
Deductions: 



17.000.00 



Tax 

Expenses 

Sinking Fund 



1500.00 
62.50 

96.87 659.37 



Net Receipts 

Interest on cost of bonds 



16,340.63 
5,150.00 



Profit on circulation in excess of 5% 

on the investment |1,190.63 

Percentage of profit in excess of 5 per cent, 1.2% 
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The Profit Fluctuates. 

It is clear that such an arrangement does not present 
any very large opportunities of profit to the bank. 
This will vary not alone according to the premium 
which it is necessary to pay when purchasing a bond, 
but also according to the current rate of interest, be- 
cause the amount of money spent by the bank in excess 
of the amount of the notes received for issue is an en- 
tire loss to them, no interest being received upon this 
investment. Therefore, the loss of interest will be 
greater when the rate is higher, and consequently the 
profit of the bank will then be lower. If the interest 
rate is high the bank's profits will be low as sho^Mi by 
the following illustration, which is simply a modifica- 
tion of the example given above : 

1100,000 IN CIRCULATION. 

2% United States bonds of 1930 at 103. Interest rate lOrTr. 
Receipts: 

Interest on bonds |2,000.00 

Interest on circulation 10,000.00 



Gross Receipts 
Deductions: 



$12,000.00 



Tax 

Expenses 

Sinking Fund 



1500.00 
62.50 

96.87 659.37 



Net Receipts , 

Interest on cost of bonds 



111.340.63 
10,300.00 



Profit on circulation in excess of 5% 

on the investment 11,040.63 

Percentage of profit in excess of 5 per cent., l-f-%. 
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Volume op Notes Does Not Respond to Business 
Conditions. 

For this reason, banks will be rather slow to increase 
their circulation at a time when business is prosperous 
and expanding and when they can use their funds 
most profitably in the conduct of their ordinary busi- 
ness. They will reap the larger percentage of profits 
when times are dull and comparatively few opportuni- 
ties for profitable investment are presented. But when 
times are dull there is comparatively little need of 
increasing circulation by the issue of bank notes, 
and the bank is also likely to find it difficult to use its 
notes profitably in making loans and discounts. It 
has been pointed out that one defect of the system 
is that the volume of circulation is increased at the 
very time that it is least needed. This introduces the 
whole question of currency elasticity, which has been 
discussed with a great deal of animation for several 
years past. Two general plans have been brought for- 
ward, the first that of an asset currency, the second 
that of a central bank. Two different bills have been 
introduced into Congress known as the Aldrich Bill 
and the Fowler Bill, both of which were opposed by 
the bankers of the country as represented by the Amer- 
ican Bankers Association, The result was a compro- 
mise measure known as the Aldrich- Vreeland Bill. 

The Aldrich Bill. 

This act provided for the organization of currency 
associations composed of National banks in the various 
cities or of small banks in small towns under certain 
restrictions. These associations were allowed to issue 
emergency currency to the amount of forty per cent. 
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of their capital and a surplus amount of twenty per 
cent., but not to exceed seventy-five per cent, of the 
securities to be deposited. This emergency currency is 
to be issued only by such banks as already had issues of 
notes secured by bonds. The securities to be deposited 
could include, besides United States government 
bonds, bonds of states, cities, railroad and other cor- 
porations, and even commercial paper, but in case 
state, city and industrial bonds were so deposited the 
amount of circulation taken out of this security might 
not exceed ninety per cent, of the market value of 
such bonds ; and in case the security consisted of com- 
mercial paper not more than thirty per cent, of its 
value could be issued in the form of notes. It will be 
seen that this measure is an approach towards a plan 
of asset currency inasmuch as it permits the bank to 
deposit its current assets as a basis of circulation in 
times of emergency, instead of limiting such issues to 
the security of government bonds. 

Some Centralization. 

The only trace of a central bank idea is in the fact 
that such issues may be taken out only by currency 
associations in case commercial paper (the real asset 
feature) is to be taken advantage of. Such associa- 
tions must include banks having a total capital and 
surplus of at least five million dollars, and for this rea- 
son it seems probable that the provision T70uld be taken 
advantage of largely by city banks and that the emer- 
gency needs of the country districts would not be ade- 
quately provided for. Certain it is that the practical 
operation of the law has not been attended with any 
great degree of success. Only one such association has 
yet been formed and that was in Washington, D. C. 
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The Central Bank. 

The idea which at present seems to be gaining the 
greatest favor among banks is that of the Central 
Bank. It has received the endorsement of many prom- 
inent bankers and was heartily commended by the 
retiring president of the American Bankers Associa- 
tion at the last annual convention of that body. It 
must not be understood that a Central Bank is by any 
means a return to the idea of a United States Bank, 
which was tried by our government in the early years 
of its existence. Two plans of organization have been 
suggested, one of which allows the government to be- 
come a stockholder in such a Central Bank, and the 
other of which provides that all of the stock of the 
Central Bank shall be held by individual banks 
throughout the country, none of which may invest 
more than twenty-five per cent, of its capital in the 
shares of stock of the Central Bank. In any case the 
Central Bank is designed to be the depository for the 
United States government funds and thus alter the 
present treasury system. 

Functions op a Central Bank. 

Such a bank would be a bank of discount and 
issue — a bank's bank — and would do for our system 
what the great banks of England and other European 
countries have done for them. A Monetary Commis- 
sion appointed by Congress has been making a most 
careful examination of the needs of our country and of 
the systems and practices now in use in all the other 
great commercial countries of the world with the pur- 
pose of devising an adequate system to be recom- 
mended for adoption in the United States. It is unde- 
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niable that some remedy for present conditions must 
be sought if our business system is to meet the strain 
of iSnancial crises without seriously impairing credit. 
It is only upon such a thorough investigation and com- 
parison of methods throughout the commercial world, 
and a careful investigation of our own peculiar cir- 
cumstances and needs, that a well devised measure can 
be framed. The commission is giving every oppor- 
tunity for bankers and business men within our own 
country to give the fullest expression to their views 
and it seems a reasonable hope that at the end of their 
investigations a bill may be enacted which will really 
provide an adequate system and for that reason meet 
the approval of all parties. 




CHAPTER Vm. 



BANK DEPOSITS. 



The commercial bank may be regarded in the same 
way as any mercantile institution, the only distinctive 
feature being that it deals in a peculiar commodity, 
namely, credit. The bank buys and sells credit in var- 
ious forms, some banks selling two sorts of credit and 
some banks only one. All banks sell credit in the form 
of deposits and some, as we have seen, also sell their 
credit in the form of bank notes. A bank deposit is 
simply a demand obligation upon the bank which sells 
such credit. That is, when the bank sells its credit in 
this form, it agrees to honor the orders of the purchaser 
up to the amount of the deposit account which he has 
purchased. The words ** buying" and ''selling" are 
not altogether suitable in this connection, because they 
have to us the meaning of exchange for money, and 
convey the idea of a one-sided transaction, whereas 
the bank usually does not sell its credit for money, 
but many of its transactions combine both buying and 
selling, kince the thing given or received is the bank's 
stock in trade. The process, therefore, really amounts 
to barter. 

Seluno Deposit Accjounts. 

We might notice in the deposit business of the bank 
two purposes: First, it sells credit for money. This 
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it does because it can then loan this money, or a large 
part of it, out at interest, thereby reaping a profit. 
Second, it sells or barters its credit for other forms of 
credit. Here it does not get money which it can use 
productively in its business and must therefore derive 
a profit from the terms on which the exchange is 
made. That is, the bank buys the credit of its cus- 
tomers at a discount. Sometimes, too, it sells its credit 
on equal terms, taking other credit instruments at 
their full face value. This is the case when the bank 
takes checks and drafts and puts their amount to the 
customer's account. This the bank does as an accom- 
modation to its patrons, in order to attract and hold 
their business, from which the bank derives a profit. 
These checks and drafts are collected by the bank, 
and as soon as they are collected, the bank comes into 
possession of an amount of money equal to the amount 
of credit extended to the depositor or else has its obli- 
gations to the party from whom the item was col- 
lected reduced by that amount. The loaning power of 
the bank is therefore increased by so much of the 
amount of the deposit account as the customer does 
not withdraw by check. Thus the bank seeks deposits, 
whether in the form of cash, or the various forms of 
credit, because in this manner it builds up its loaning 
power and thereby increases its profits. 

There are three main sources of bank deposits. 
First, there are deposits of cash; second, deposits of 
the various forms of bank credit — checks, drafts, bills 
of exchange, etc. ; third, promissory notes. 

Cash Deposfts. 
The creation of deposits by giving the bank cash is 
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very dearly a case of sale. Money so deposited no 
longer belongs to the one depositing it, but to the 
bank. The depositor has given up his title to the 
money, and in return has received the bank's promise 
to deliver a like sum in the future as he shall demand 
it. If that promise is not fulfilled, the depositor has 
only the right to sue to force the bank to keep its 
contract and pay the debt, but the money, when once 
deposited, becomes the property of the bank. 

Depostt of Cash Items. 

In case the depositor does not bring cash to the 
bank, but instead brings checks and drafts, the 
situation is somewhat diflferent. Very likely these 
items will be entered to the credit of the customer 
exactly as though the same amount of cash had been 
handed in over the counter. But the receiving teller 
has no way of determining whether such credit instru- 
ments are good or not until they have been presented 
for payment to the bank on which they are drawn. 
We might say that the bank makes a conditional pur- 
chase of such property, placing the amount to the 
customer's credit at the time, but charging this 
amount back upon him in case the payment of the 
check or draft is refused. 



*'PoB Collection." 

In many instances, the bank accepts such items 
simply "for collection,*' and when they have 
been collected credits the depositor with the 
amount. This is particularly true if the check is 
drawn on a bank in some other city or town. 
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and for that reason, a longer or shorter time must 
pass before the bank can hear from the correspondent 
to whom the check was sent for collection. In fact, 
some banks protect themselves by expressly stating 
on their deposit slips or on the covers of their pass- 
books that they accept only this responsibility to use 
due care in collection. The following is an example 
of such a stipulation : 

"This Bank, in receiving out-of-town checks and other 
COLLECTIONS acts only as your agent, and does not 
assume any responsibility beyond due diligence on its part, 
the same as on its own paper.*' 

Depositor Responsible. 

In case the check presented for deposit has been 
credited to the depositor before being presented for 
collection to the bank on whom it is drawn, and such 
payment is refused, the customer may have issued 
checks against this deposit account before it was 
known that the check was worthless. In this case the 
bank must look to the depositor for reimbursement 
for any amounts so paid. 

Deposit Accounts in Exchange fob Notes. 

The third type of transactions whereby the bank 
sells its credit consists in the purchase of promissory 
notes. These notes are of three different kinds, ac- 
cording to the kind of transaction out of which they 
arise. First, there are promissory notes given by the 
depositor to the bank in return for a loan made to 
him upon his own credit, or his own credit backed up 
by other security. When a person in need of funds 
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goes to a private individual to arrange a loan, he nat- 
urally expects to have the amount advanced to him in 
the form of money, because that is the only convenient 
form of purchasing power or funds which an indi- 
vidual has at his command and can advance to the 
borrower. 

The situation of the bank, however, is different. A 
deposit account is quite as acceptable to the borrower 
as cash would be; perhaps more so, since he would 
not care to handle the actual cash but, even if he re- 
ceived a loan in the form of cash, would at once 
deposit it in this or some other bank and make his pay- 
ments in the form of checks. The bank further is 
benefited by being able to retain at least a part of the 
sum loaned inasmuch as the borrower would not ordi- 
narily check the whole amount out at once. Any 
amount that remains with the bank prevents by so 
much the reduction of the cash reserve of the bank, 
and consequently its loaning power. 

Notes op Outside Parties. 

Another class of promissory notes which the bank 
receives in exchange for deposit accounts are those 
of other parties than the one receiving credit on the 
bank's books. Thus it occasionally happens that an 
individual who has loaned money to another on his 
promissory note may desire to realize the proceeds 
of this note before the time that it matures. In this 
case he may take the borrower's promissory note to 
the bank and sell it to them at such a price as they 
will pay for it, ordinarily at a slight discount. The 
proceeds will then be placed to his credit as a deposit, 
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if it is possible to persuade him to take payment in 
that form. It might be that the bank would decline 
to buy the note on any other terms or, if it did, would 
probably charge a much heavier discount. 

Commercial Paper. 

The largest class of promissory notes which are 
presented to the bank in exchange for deposit ac- 
counts are those arising from commercial trans- 
actions, that is, where goods are sold upon credit and 
the purchaser's promissory note for the amount is 
taken by the seller. Such notes commonly run fop 
thirty, sixty, or ninety days, but the person who has 
sold the goods probably desires to use the proceeds 
of these bills receivable" at once for the payment 
of wages or other expenses constantly arising in the 
conduct of his business. Instead of waiting for them 
to mature, therefore, he will probably endorse them 
over to his bank, to whom he will take them for dis- 
count. The amount of discount will depend on the 
length of time before the notes become due and will 
be figured as interest on the amount advanced, for 
that time. The merchant with such notes to discount 
will naturally take them to his own bank because it is 
there that he would be most likely to get the accounts 
discounted on favorable terms. Naturally, therefore, 
he does not wish to withdraw the money, but has it 
placed to his deposit account. He wishes to turn 
these obligations of his purchasers into a ready means 
of paying his debts, and the deposit account furnishes 
for this purpose a means of payment more convenient 
even than cash. 
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Deposits op Coupons. 

There is also one other form of promissory note 
which is assuming more importance as a means of 
creating deposits, and that is the interest coupon of 
a corporate bond. Where bonds are made in the 
coupon form, a separate interest note is given for each 
regular interest payment. The holder of the bond 
does not care to be put to the inconvenience of col- 
lecting these interest payments personally, and so 
they are commonly handled by the banks much as 
ordinary checks would be. They are made payable to 
bearer, and in many banks the customer simply lists 
them on his deposit slip as he would an ordinary 
check, their amount is placed to his credit and the 
bank presents them for collection, along with any 
other interest coupons of the same company which it 
may have received. 

The form of such a coupon is shown below and on 
page 124 an envelope which many banks use in hand- 
ling these coupons. Where a customer of the bank has 
a considerable number of such items to deposit, it is 
found most safe and convenient owing to the small 
size of the coupon, to have him place them all in such 
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Coupons, ea. 3 

(I It ^ 

Total, 

Payable at 

Due 

if payacit tl aay tl wttyi CoapMS it rdncd fetiin li tMi E«T<im 
ftattof reawfl. 

Coupon Envelope. 

an envelope with the amounts entered on the outside 
much as on a deposit slip. 

Manner op Making Deposits. 

The manner of making deposits is simple, and famil- 
iar to every one who has any dealings with a bank. 
The customer enters on a deposit slip furnished by 
the bank all the items which he wishes to deposit, 
entering the different kinds of funds, whether checks, 
coin, or currency, under the proper heads, and adds 
up the total of these amounts. The deposit slip, the 
deposits, and the customer's pass book are then 
handed to the receiving teller, who counts the money, 
examines the checks, verifies the deposit slip and 
credits the- amount in the depositor's pass book. The 
amounts are later transferred from the deposit slips 
to the teller's scratcher, and the slips are then turned 
over to the individual bookkeepers for entry on the 
customer's ledgers. The form of deposit slip and 
pass book are shown on pages 125 and 126. 
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DEPOSITED IN 

The Ninth Street National Bank 

OF PHILADELPHIA 

By: 



^ „ „ ...19 



NOTES. 


Dollars 


Cents 








NOTES. I's and 2*s. 








SPECIE. 








CHECKS, as follows : 








la- MiilaMpM*. namr ih* Bank : 
Odi of kiwn. ranf* the pl«c*. 
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Front Street National Bank 
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Intebest on Deposits. 

A general deposit in a bank ordinarily does not 
draw interest, since it is subject to check. However, 
some trust companies and banks allow a low rate of 
interest on daily balances, if their average is above a 
certain minimum, generally $100 or $200, though 
sometimes lower. On the other hand the customer of 
a bank which has failed can claim interest on his 
deposit from the time at which demand was made for 
the money and its payment was refused. 

Certificates op Deposit. 

Another way in which interest is sometimes paid is 
by issuing interest-bearing certificates of deposit. 
When a bank issues a certificate of deposit, it certifies 
over the name of the cashier that a specified sum of 
money is on deposit and will be paid to the order of 
the depositor. The time of payment may be either at 
a specified date in the future, or it may be payable 
upon demand. Demand certificates are a convenient 
form by which to transmit money from one city to an- 
other, and are used in the same way as are bank drafts 
and certified checks. Such certificates are not entitled 
to interest, but where the date of payment is set at 
some definite time in the future, the deposit is prac- 
tically the same as a savings deposit and frequently 
is allowed to draw a low rate of interest. Since certifi- 
cates of deposit are made payable to the depositor's 
order they may be endorsed by him to any other 
party and frequently do thus pass from hand to 
hand. (See pages 128 and 129.) 
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Checking Against Deposits. 

But the most important feature of bank deposits 
is the fact that such accounts can be checked against, 
and these bank checks have become the most important 
means of ordinary business settlements in the United 
States. Americans use the system much more exten- 
sively than do the business men of any other country 
and it has been estimated by government officials that 
95 per cent, of the current commercial transactions 
in our country are carried on in this manner. The 
conveniences of a check as a means of payment are 
obvious. It can be quickly drawn for the exact amount 
of the debt, whether large or small, is convenient to 
carry about or to transmit through the mails, and if 
carefully drawn, is safer than money, since one can 
stop payment of a lost check. The treasury depart- 
ment has preserved as examples of unusual checks one 
drawn by the government for $40,000,000 in payment 
for the Panama Canal property and another for one 
cent drawn to the order of President Cleveland to 
balance his salary on one occasion. 

Importance op Deposit Currency. 

It is impossible to determine accurately how great 
a volume of this deposit currency*' circulates but 
some idea can be gained from the volume of clearings 
through the various clearing house associations. Of 
course many checks are paid directly by the bank on 
whom they are drawn and therefore never appear in 
the clearings figures. During the year ending Septem- 
ber 30, 1909, the clearings of all the associations in the 
United States amounted to $158,559,487,500. Of 
course, there are many banks in small places which are 
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not included in this total, because it is only in the 
larger places that clearing houses are maintained. 
The clearing house of New York City alone shows total 
clearings of $103,754,100,091 for the year 1906, its 
record year. The total volume of deposits subject 
to check in all banks of the United States as reported 
to the Monetary Commission on April 28, 1909, was 
$6,956,502,690.49, and deposits of all sorts amounted 
to $14,123,935,020.38. 




CHAPTER IX. 



HOW BANK DEPOSITS ARE OBTAINED AND 
INCREASED. 

The two great problems before a bank are, how to 
get funds for investment and, how to invest these 
funds safely and profitably. We will examine the 
first of these. The size of a bank, like the size of 
any other incorporated institution, depends to a cer- 
tain extent on the amount of its capital. But just 
as one factory having a capital of ten thousand dol- 
lars may do a business many times larger than another 
concern of the same capitalization, so the real size of 
the bank's business is measured in only the roughest 
way by the amount of its capital and surplus. The 
real size of the enterprise depends on how fully a 
given plant is being utilized. A bank, like any other 
enterprise, must have customers if it is to succeed. 
It must have deposits. The bank is organized to 
furnish a certain service to the community and the 
problem presented to it in this connection is that of 
making this service the best possible, and then to get 
the interest of the public. 

Soliciting Accounts. 

Ideas of the proper methods to be pursued by a 
bank in building up its business have changed greatly 
in recent years, and now it is by no means uncommon 
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to have the bank retain one or more representatives 
who engage in direct personal solicitation of deposit 
accounts. Tears ago this would have been thought 
beneath the dignity of a first class banking institution, 
but the bank which is to succeed in the keen competi- 
tion of to-day must use every honorable means of 
building up its deposits, and this has proved to be one 
of the most effective. If the representative chosen 
for this work is aggressive and yet at the same time 
courteous and tactful, he can ordinarily add many 
new accounts to the bank's list and at the same time 
pick up an enormous amount of information about 
general business conditions in the city, as well as the 
business standing and reputation of the various firms 
or individuals with whom the bank is dealing, which 
will prove of the utmost value to the bank. Thia 
material should be carefully tabulated by the credit 
department of the bank, for possible future reference. 

SOUCITOR AND CREDIT MaN. 

Because of this close relation between the solicitor 
and the credit department of the bank, it may be found 
desirable, in case the bank does not feel it expedient to 
employ one man for the work of solicitation only, to 
use some man from the credit department of the bank 
part of the time in the solicitation of new accounts. 
The profits of the bank are not, ordinarily, sufficiently 
large to justify a large expenditure of this sort, simi- 
lar to those incurred by life insurance companies or 
mercantile concerns. 

Use OP Letters. 

Personal letters sent out by the bank to possible 




134 



PRACTICE OF BANKINQ 



customers may serve the same purpose fairly well, 
and at the same time be much more economical. Such 
a letter, if well written, is probably the most eflfective 
form of solicitation outside of a personal interview. 
Letter writing is a fine art. The personal letter of 
solicitation should call attention to the particular ad- 
vantages to be offered by the given bank, and make a 
dignified appeal for patronage. Sometimes it is ad- 
visable to supplement the personal letter by the use of 
printed booklets which can take up, in more detail, 
the strong points of the institution and the particular 
kinds of service which it is prepared to render to its 
patrons. 

Special Services. 

This is one of the strongest ways of attracting cus- 
tomers and building up deposits, namely, by perfecting 
one or more particular forms of service likely to appeal 
to the community or to some considerable class. Many 
banks, in connection with their own investment work, 
have perfected a bond department, whose services 
they place at the disposal of their patrons, and 
through which information as to various securities 
can be secured, and the purchase of such stocks and 
bonds arranged on the most favorable terms. Other 
banks make a specialty of foreign business, and cater 
to travelers through the issue of travelers' checks and 
letters of credit, or by rendering some special service 
to persons traveling abroad. An example of this is 
seen in the following extract from the advertisement 
of a well-known private banking firm: **Our West 
End Branch at 123 Pall Mall, London, has special 
facilities for forwarding mail and telegrams. No 
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charge is made for such service, except out-of-pocket 
expenses. Arrangements have been made with two of 
our correspondents in Paris for similar service.*' 

Handling Shippers^ Drafts. 

Another special form of service may be undertaken 
by the banks in the giving of unusual attention to the 
business of some particular class of merchants. Often 
it is found that shippers of live stock, perishable fruit 
and vegetables, or even grain, may have special needs 
which grow out of the peculiar methods of their busi- 
ness. These demand skilled and immediate attention, 
and the bank which can handle such accounts accep- 
tably is sure to build up its business as a result. Thus 
if a shipper of perishable goods secures payment by 
means of a draft upon the purchaser, it is customary 
to attach to the draft a bill of lading covering the 
goods so sent. To protect both parties to such a tran- 
saction, it is essential that the draft shall be presented 
for payment or acceptance without delay, and the 
bill of lading surrendered to the purchaser. Each 
business has its peculiar usages and demands and 
the ordinary commercial bank is not posted as to 
these details or equipped to meet them. Or it may be 
that it is a particular advantage that the bank has 
a certain class of business men for the majority of 
its patrons. 

Special Classes op Patrons. 

Thus, if a large number of people in a community 
are being paid in the checks of cattle buyers, a bank 
that has a large number of live stock concerns for 
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its patrons would be in the best position to serve 
them and might well make an appeal to them 
on this score. There is a flourishing bank in a large 
meat packing center which recognizes this op- 
portunity in the following words, taken from its ad- 
vertisement: **To Banks and Bankers having more 
or less Live Stock business, this Bank offers excep- 
tional advantages and solicits correspondence as to 
terms and facilities.'' 

Going to Meet a Need. 

Similarly a bank may cater to the needs of a par- 
ticular section of a city, instead of to a distinct class 
in the community. That may go along with the atten- 
tion to a particular class of business, as in the case 
above referred to. This stockmen's bank is located 
within a stone's throw of the gate of the largest 
stockyards in the country and in a section not other- 
wise adequately supplied with bank accommodations. 
Thus an enterprising institution may discover an ex- 
cellent opportunity for the establishment of a new 
bank remote from the center of a growing city. It 
may be that this is in the centre of a well-to-do resi- 
dence district and that the safe deposit vaults become 
a means of attracting householders in the vicinity of 
the new institution. 

Talking Points. 

But whatever the individual characteristics of the 
bank, all these special departments or services make 
strong talking points in the bank's advertising or so- 
liciting campaign. It is through just these things that 
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it expects to appeal to the public, and they must be 
set forth in its advertising matter. Thus a New York 
city- bank puts as a catch phrase on its publications: 
**Only National bank north of Forty-second Street 
on Manhattan Island." Most National banks make a 
special note of the fact that they are National banks 
and, therefore, under government regulation and, for 
that reason, presumably in the safest class of insti- 
tutions. Likewise a bank that is designated as a de- 
pository of national, state, or city funds, usually men- 
tions the fact as indicating its particular strength 
and solvency. 

Age and Reputation. 

In the older sections of the country it is not 
uncommon to find a bank calling especial atten- 
tion to the length of its life. One Philadelphia 
bank is proud to mention the fact that it was founded 
in 1781 and is the oldest bank in America. Another 
bank, in the same city, makes a point of its age as 
follows: **A strong recommendation and evidence of 
success: Transacting business for nearly a century 
and to pay 160 consecutive semi-annual dividends." 
Probably the most common form of bank advertise- 
ment is the simple statement of the capital and resourc- 
es of the bank and the list of its oflScers and directors. 
There is certainly, however, nothing striking about 
such a form of advertising, and in most cases it makes 
but little appeal to the community. The amount of 
capital and resources really proves little, if anything, 
as to the safety and prosperity of the bank's business, 
and it is doubtful if the names of the directors have 
much more value, except in some few cases where men 
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of wide reputation and known financial standing are 
included in the list. At any rate, the board of direc- 
tors can do more to build up the business of the bank 
by using their efforts to interest individuals with 
whom they come in contact in their every-day busi- 
ness dealings, than by having their names appear in 
a solid list in an inconspicuous corner of a daily news- 
paper. 

Only Regular Pubucations Bring Returns. 

A question that naturally assumes a good deal of 
importance is as to the sort of publications in which 
it will pay a bank to advertise. As a general prop- 
osition, it may be laid down that they should be 
limited to daily, weekly or monthly publications, 
which come regularly into the hands of a class of 
patrons whom the bank desires to interest. Money 
spent in special advertisements in publications which 
have no regular existence is practically money given 
to charity. 

A Plan Needed. 

Advertising to be successful, should follow out a 
steady campaign according to some predetermined 
plan. It should not attempt to cover the whole 
field in one advertisement, setting forth all the advan- 
tages which the bank is supposed to possess, but 
should be progressive and take up, one after another, 
its various points of superiority. It should be aimed 
to make each such statement convey one simple fact 
as clearly and forcefully as possible. Probably the 
savings banks are the most progressive' dass of banks 
in this particular at present, featuring the advan- 
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tages of saving against a rainy day and the possi- 
bility of sickness or misfortune. If the bank has a 
safe-deposit department, it makes the most of the pro- 
tection which this affords against loss by fire or bur- 
glary, or in other ways. 

Soundness the Best Advertisement. 

But the best advertisement of the bank is to be 
found in the nature of the institution itself, and in- 
deed it is on this that all forms of advertising must 
rest, because the appeals of the newspaper or maga- 
zine advertisement, the individual letter, or the per- 
sonal conversation of the solicitor can do no more 
than set forth attractive features of the bank itself. 
The prospective depositor wants to know two things 
about the bank in which he is urged to become a depos- 
itor; first, is it strong, safe and well managed; and 
second, is it aggressive, growing, profitable t To be safe 
and strong the bank must have efiScient management, 
both in the board of directors and in the executive offi- 
cers who direct the practical workings of the bank. 
The obligations of the institution must be chosen with 
the utmost care so that it is always ready to meet the 
emergencies which are bound to come from time to time 
to the business of dealing in credit. Its loans must not 
only be sound in the sense that they can be collected 
without fail at some time, but must be collectible soon 
enough to meet any sudden demand which is placed 
xrpon the bank. In the language of the banker they 
must be liquid.'* 

Bane Must Meet All Demands. 
Aside from the constantly maturing obligations 
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on which the bank can depend for a certain 
supply of cash from time to time, there must be also a 
proper proportion of cash on hand to meet the current 
demands from day to day. Just what this proportion 
is, is determined only as to its minimum amount, by 
the various state and National bank laws. A cautious 
bank president will often find it necessary to keep 
more than this amount and it is sometimes felt that 
many banks might safely keep less than this amount, 
but in view of the frequent reports and examinations 
provided for under the National banking system, it 
is impossible to avoid the provisions of the law. The 
final test of whether the management is really wise and 
eflScient will be found in the continued prosperity 
of the bank. 

Conditions Shown By Reports and By Dividends. 

This is shown in the case of National banks 
by the reports of condition which they are re- 
quired by law to publish in a newspaper in the 
locality in which they are situated. Some states make 
the same requirement as to state banks. The earning 
of a fair rate of dividends on the amount of money 
invested is very properly one of the first aims of the 
bank, and there is naturally a constant struggle 
between these two objects of safety and the largest 
profit possible. Growth may easily be obtained at 
the expense of safety so that in judging a bank, the 
growth of its business, the amount of its dividends, 
and the conservatism and soimdness of the institution, 
must be balanced against one another in making an 
estimate of its claim to one's patronage. 
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Choice op Patrons. 

For this reason, a bank must use care in the selec- 
tion of its customers, since customers of a given kind, 
either good or bad, attract more of the same sort to a 
bank. When it becomes known that the policy of a 
bank is liberal or it may be even reckless as to the 
extension of credit, there is almost sure to be a 
flocking of customers of the less desirable class to 
such a bank. Its growth, and the character of these 
depositors, advertise the bank and tend to increase 
its business, but the advertisement is not of the most 
desirable sort nor the growth of a kind which is 
sound and likely to prove permanently profitable. A 
prominent banker,* in an address, points out the 
dangers of such a business as follows : 

'The right man without property is a better credit risk 
than the wrong man with property. Of almost equal im- 
portance in gauging the desirability of an account are the 
habits of the new customer as a borrower. The ideal bor- 
rower for a commercial bank makes temporary or reason- 
able loans. As for instance, the manufacturer who bor- 
rows for the purpose of raw material to be repaid out of 
proceeds of sale; the Jobber, for carrying the account or 
note of merchants pending retail distribution; or loaning 
the farmer, to gather his crop to be repaid by its sale. 
In this connection, may I illustrate from personal ex- 
perience: The President of a small country bank in the 
south once showed me his statement as of December 31st. 
I was astonished to note that the bank had no loans and 
discounts; its entire assets at that date consisting of cash 
in vault and balances with reserve agents. He explained 
that all his loans were made either to cotton planters or 



* Wm. A. Law, President of the Mercantile National 
Bank of Philadelphia. 
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merchants dealing largely with them. The crop had 
matured early; the weather had been suitable for gather- 
ing; prices were favorable and the cotton was quickly 
marketed; liquidation of mercantile accounts immediately 
followed, and the entire loans of the bank were paid off. 
This was, of course, a very extreme case, as fortunately, 
few banks deal solely with people interested only in one 
line. A well distributed and diversified business is greatly 
to be preferred. In selecting a new customer, consider 
this, too: Suppose because of unsatisfactory balances or 
for other reasons, it is found best to part company. Is he 
such a borrower or are his affiliations such that in this 
event he can either pay off his loans in full or readily ob- 
tain similar accommodation elsewhere? If he can, it is 
safe to loan him. 

"The new customer should maintain satisfactory average 
balances, and this depends not only upon the number of 
dollars to a customer's credit upon the individual ledger, 
but often upon the proportion of out-of-town checks and 
drafts. There is no more difficult problem for the city 
banker than the country check problem. A leather whole- 
saler recently told me that when he was starting in busi- 
ness he asked a very successful old merchant how he could 
best build up his credit. The old merchant reidied: 'To 
build up your credit you must not only show personal 
character, financial responsibility and earning capacity, 
but you must maintain generous bank balances. That is 
essential towards securing liberal credit I keep large 
balances with my bank even if I have to borrow money to 
do it.' Sometime after I noticed the course of this older 
merchant during a financial pinch. His firm possessed an 
unusually broad credit He paid off every note he owed 
his own bank, borrowing elsewhere, and increasing his 
balances considerably above normal proportions. The 
tighter money became the larger his balance grew." 

Value op a Given Account. 

The matter of the cost of a checking account is 
one which is receiving more and more close attention 
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from banks to-day. In fact, a modern bank must 
carefully ascertain the cost and the return from their 
accounts, if it is to make a satisfactory showing, just 
as a modem manufacturer must install an adequate 
system of cost accounting, if he hopes to make satis- 
factory profits in the keen competition of modem 
industry. Unprofitable business must be weeded out 
80 far as possible by the bank's management. An 
unprofitable account' is one which yields to the 
banker in the form of interest on loanable funds, 
less than the cost of carrying the account. This 
cost will consist in the clerical work, stationery, ex- 
change, operating expenses of the bank building, etc., 
which are incidental to the running of a bank busi- 
ness. 

How TO Find the Desirablb Accounts. 

Various methods have been devised whereby these 
expenses may be properly divided amongst the 
various depositors of the bank to show what the 
cost of each account is. Then a careful examination 
must be made of the amount of funds which are 
really made available for the loan business of the bank 
by this deposit account. By figuring the interest 
on this amount, and deducting from it the cost a^ 
previously ascertained, the net profit on the account 
is arrived at. The details of the system are illustra- 
ted by the following plan devised by the Milwaukee 
Chapter of the American Institute of Banking: 

"First, we will divide the departments to which the ex- 
pense is to be charged into two classes — ^those in which 
there is money invested — and those that carry no invest- 
ment To the first class belong capital, surplus, and un- 
divided profits — individual deposits — deposits of banks and 
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bankers — savings deposits — certificates of deposit — and tlie 
reserve accounts; to the second class belong the foreign — 
collection — and correspondence departments/' 

**By keeping an exact cost record it is an easy matter to 
charge each department with its share of the supplies and 
salaries. In addition to these fixed expenses, each depart- 
ment must carry its proportionate share of such fioating 
expenses as salaries of officers, directors, discount or 
finance committee, auditing and credit department, and 
rent, light, heat and such other expenses as are in any way 
chargeable to these departments. In the actual work of 
getting figures for our use we found it easier and more 
practical to figure the expense of the departments of the 
second class first, and subtracting this from the total ex- 
pense, obtain the expense of the first class departments. 

*'It became a question as to the manner of apportioning 
these floating expenses. We decided that the fairest 
method would be to divide the expense among the depart- 
ments in proportion to the money invested in each depart- 
ment. This made it possible to apportion the expense of 
the departments of the first class, but as there is no invest- 
ment in the departments of the second class, we had to 
determine upon some other method in apportioning the ex- 
pense among these departments. In this case we used, as 
a basis of apportionment, the number of men that worked 
in the different departments as compared to the whole 
force. We recognize that there seems to be some incon- 
sistency in this using of two methods in apportioning the 
expenses. But we considered the basis of money invested 
so much the best method we could devise that we used it 
where we could, especially as this class covered the check- 
ing accounts on which we were trying to figure the cost. 
In this figuring ♦ ♦ ♦ ♦ the various charges were put down 
more in detail. For example: In the item of 'salaries' there 
were six divisions; for officers; discount committee; di- 
rectors; auditing, credit and discount department; book- 
keepers, tellers and clerks; and telephone, stenogrraphers 
and janitors. Every institution has Its own method of 
subdividing the expense account and can arrange the 
schedule to suit its own methods." 
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CHART II. 
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"By use of Chart No. 1 it becomes possible to determine 
with f^ir accuracy the total expense of the checking ac- 
counts. This we get by adding columns 2 — 3 — 8. Our next 
step was to find some method of subdividing this total 
expense so that we could find what charge might Justly be 
made against any one account as the cost of handling that 
account. It immediately occurred to us that the items, 
which in one way and another were deposited by any ac- 
count, were the cause of the labor and so the expense of 
that account, and that an account having twice as many 
items as another costs, roughly, twice as much to handle. 
If then we should divide the daily expense of running the 
open accounts, figured from Table No. 1, by the daily num- 
ber of items handled we would get the rough cost of 
handling an item and could in this way approximate the 
cost of handling an account This agreed with several cost 
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i^ystems which had been exploited in the papers recently. 
But this does not seem a fair method of apportioning the 
expense to an account as it is certainly true that there 
are items of different classes which manifestly have differ- 
ent costs. Some items are handled more times than others 
and these handlings are made by clerks with varying 
salaries. In order to adjust these differences we devised 
Table No. 2. 



CHART III.— SCALE TO EQUALIZE SALARIES. 

Class Salary 

No. 1 125 — ^150. One actual handling equals 1 count. 

No. 2 50 — 100. One actual handling equals 2 counts. 

No. 3 100 — 150. One actual handling equals 3 counts. 

No. 4 150 — 250. One actual handling equals 4 counts. 

No. 5 over 250. One actual handling equals 5 counts. 

"On examination one may see that every clerk who 
handles any of the items created by an active account heads 
a column, and that the items themselves are recorded on 
the horizontal lines. This enables us to make a cross record 
showing the relation that any clerk has to any kind of item. 
We can now make a record of how many times any clerk 
handles any item. Entering this record in the upper half 
of the square, e. g. (See letter C), denoting that the re- 
ceiving teller actually handles the 'counter debits' C times, 
makes it possible to trace a history of an item on its way 
through the different men and so show the relative amount 
of work caused by any item being handled more or less 
often than another. By this means we have been able to 
equalize one variant, the number of times handled. 

"The next variant is the relative value of the handlings 
by men of different salaries. Any attempt to equalize the 
value of one handling by different men must be in the 
nature of an estimate and we offer Table No. 3 as such 
only. While it seems to us a fair one, still we recognize 
that varying conditions may make this scale impracticable 
and another one advisable. 

"After having determined upon a salary equalization 
scale, turn again to Table No. 2. At the top is a line re- 
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cording, e. g., the salary of a teller being entered in the 
square marked 'A'. The next line shows the value of the 
handlings as determined by Table No. 3 and shown here 
by letter *B\ 

"It has been stated that letter *C* represents the actual 
number of times a 'Counter Debit' is handled by the receiv- 
ing teller. If now, by use of Table No. 3, we decide that 
every handling by a receiving teller is of 'B' value, then 
C multiplied by B will be the value of one handling of a 
'Counter Debit' by a receiving teller. This result is entered 
and represented by letter 'D' on our Chart No. 2. In our 
further consideration we will call this result, entered as 
letter 'D', the count of that item. Repeating this process 
for each clerk who handles this class of items we get entries 
D, Dl, D2, D3, D4, D5. Adding these and entering the total 
in the column headed 'Counts per Item' we have 'E* repre- 
senting the relative number of counts of this class of item, 
making due allowance for all the variations of salary and 
number of handlings. 

"This same operation carried out for all the classes of 
items will give us the handlings for one of every kind of 
item created by a checking account 

"In the column headed 'Average Number of Items' and 
shown by letter 'F' we will insert the actual number of 
items of each class that are handled daily. This number 
should be an average based on a daily count of all the items 
handled in the bank and extended over a long period. 

"By multiplying E and F we get the relative number of 
counts, with the variants accounted for and equalized, of 
an average day for each class of item (G). The sum total 
of this column will give us the total counts of all the items 
for an average day. 

"By the use of Table No. 1 we have determined the 
amount of expense to be charged against these checking 
accounts. If we divide the daily expense by the total num- 
ber of counts (G) we get the cost of one count This cost 
is uniform as all the variations have been equalized by 
Tables No. 2 and No. 3. 

"We have now arrived at a point where we can determine 
the actual cost of the several kinds of items. To do this 
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we multiply the counts per item by the cost per count, 
which gives us the cost per item. 

'The compiling of these tables makes it possible to figure 
the cost of handling an account with very fair accuracy. 
To do this we have to get the number and kind of the items 
deposited by an account and for this purpose have devised 
a sheet shown here as Chart No. 4. The upper half of this 
sheet, when filled out, gives us the statistics of an account 
for one month, and by using the cost of the items as derived 
from Chart No. 2, we get the cost or handling the account. 

"Chart No. 4 has been designed to figure the profit or loss 
in addition to its being used to collect data. The first 
column will give the gross balance from which must be 
deducted the outstanding items as shown on the table near 
the lower right-hand comer of the sheet, and from this we 
determine the loanable funds. At the extreme lower right- 
hand corner is a form to figure the exact cost of handling 
an account based on the cost of handling the items. The 
lower left-hand corner shows the form used to figure the 
return of the loanable funds." (See page 150.) 

ADVANTAGES OP SUCH A SYSTEM. 

When a bank has installed such a cfystem, it is en- 
abled at any time to ascertain the value of a given 
account. This is valuable for two reasons. In the 
first place, it knows just what sort of accounts it 
can profitably accept, or which it will pay it to 
solicit. It may not be possible to refuse accounts 
offered it, but the bank will be in a position to 
know just what profit can be obtained from an ac- 
count of a given sort. Furthermore a knowledge of 
the value of a customer's account is of the ut- 
most importance to the officials of the bank as a 
basis for decision as to what accommodation the cus- 
tomer is entitled to. For example, a customer who 
maintains good balances and who draws compara- 
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tiyely few checks against his account, instead of a large 
number of very small ones, is one who is sure to be 
extended the services of the bank on the most favor- 
able terms. If such a customer has items which he 
desires to have collected through the bank, the charge 
for the exchange will be the minimum or may be 
waived entirely. Likewise, when such a customer 
comes to the bank as a borrower, the officials after 
examining the records of his account, will be sure 
to extend to him the largest amount of credit pos- 
sible, and upon the most favorable terms. Through 
the system of figuring the cost of their various ac- 
counts, they are able to be sure just what accommoda- 
tion he is properly entitled to. 




CHAPTER X. 



INSURANCE OP BANK DEPOSITS. 



Since all plans of increasing and holding bank 
deposits must be based finally on confidence in the 
bank, the strongest and most sweeping means to this 
end is the guaranteeing or insurance of deposits by 
some adequate authority. Experiments along this 
line have been undertaken in several of the Western 
states within the last three yesLTs, The first and best 
known of these began in Oklahoma in 1907. The Ok- 
lahoma act provided for the levying of an assessment 
of one per cent, of its average deposits on each bank 
included in the system in order to create a fund for 
the paying of deposits of all banks which might fail. 
In case the payment of such claims exhausted this 
guaranty fund, a special assessment was to be made 
to raise such additional funds as might be necessary. 
New banks, as organized, were required to pay three 
per cent, of their capital into this fund, but at the 
end of the first year of their existence their contribu- 
tion was to be adjusted on the basis of deposits. 

Scope op the Law. 

The law as originally framed was to include all 
banks within the state, but the Comptroller of the Cur- 
rency instructed National banks that they were not to 
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participate in this scheme, and in operation, therefore, 
it included only state banks. As originally drawn, 
it provided for the absolute guarantee of all deposits 
of state banks which should fail, but the obligations 
thus incurred were too heavy and about a year and 
a half after the passage of the original act it was 
modified in numerous particulars. It became a system 
of insurance, rather than guaranty. Membership 
was still compulsory on state banks but the annual 
assessments were to be one-fourth of one per cent, 
of the bank's deposits, until a fund is accumulated 
equal to five per cent, of the total deposits. After 
that, only such assessment should be levied as is 
necessary to keep this guaranty fund at the five per 
cent, level and the assessment might not exceed two 
per cent, of the bank's deposits in any year. 

Restrictions on the Banks. 

At the same time, a limitation was set upon the 
amount of deposits, making its maximum ten times the 
amount of the capital and surplus of the bank, but this 
limitation did not include deposits of other banks. The 
fund was to be invested in state warrants up to the 
amount of seventy-five per cent, of its total, or in 
such other securities as were lawful investmerils for 
state funds. Under this act, it was provided that all 
deposits of the bank were to be paid by the bank 
commission in full immediately after the closing of 
the bank. If the amount available in the guaranty 
fund was not sufficient to meet these demands, 6 per 
cent, certificates of indebtedness were to be given 
depositors for the remainder of their claims, and 
these were later to be paid in the order in which 
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they were issued, out of the proceeds of the liqui- 
dation or from subsequent assessments on the other 
banks. 

National Banks Reorganized. 

As was to be expected, the deposit guaranty was 
a very strong argument in favor of all banks which 
came under the system, and was a powerful means of 
building up their business by the increase of deposits. 
In fact many of the National banks thought that its 
advantages were much greater than those resulting 
from being under federal supervision, and a con- 
siderable number of National banks gave up their 
national charters and secured charters from the state 
or resumed business under state charters which they 
had previously held. 

Deposits Increased. 

Within a little over a year after the law became 
effective, the deposits of the state banks in the state 
of Oklahoma increased $25,000,000. This was due, in 
part, of course, to the National banks which changed 
to the state form and it may also be partly explained 
by the deposit of $5,000,000 of the state school funds. 
But there can be no doubt that deposits were also very 
greatly increased because of the additional confidence 
that the public in general placed in banks whose de- 
posits were thus guaranteed. 

Advertising Restricted. 

In fact many Oklahoma banks started wide adver- 
tising campaigns, and drew deposits from adjacent 
states by their emphasis on the safety secured by 
the Depositors' Quarantee Fund of the State of 
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Oklahoma.*' Some even stated in their advertise- 
ments that the deposits were actually guaranteed by 
the state. The amended law imposed a penalty on 
advertising any claim for the bank other than that 
the deposits are protected by the depositors' guar- 
antee fund of the State of Oklahoma. But in per- 
sonal appeals to depositors it is hardly likely that the 
friends of the scheme were as moderate in their claims 
of the benefits. 

Became Political Issue. 

That the result was a movement of deposits to the 
state banks, was admitted by the National banks. As 
the oflScials of one of them put the matter: **We 
boasted of our strength and standing in the com- 
munity, but we find that 'strength and personality' 
cut no ice, and the bank with the guarantee will 
take your business in spite of every eflPort. We did 
not like the idea, but when we saw how things were 
going, we surrendered our National charter and be- 
came a State bank. We are glad we did it and have 
checked the business that seemed slowly but surely 
going to the other bank. Our experience teaches us 
that the guarantee is a deposit getter." Political 
considerations also entered in, since the deposit guar- 
anty was made a plank in the National Democratic 
Platform in 1908. 

Operation op the Plan. 

As to the workings of this law, we may notice two 
cases of liquidation under it, one small one in May, 
1908, and the other a large one in September of the 
following year. The International Bank of Coal- 
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gate was a bank which failed to comply with all 
the requirements of the act to the satisfaction of 
the Bank Commissioner and was therefore closed by 
him in May, 1908. The guarantee fund on hand at 
the time was more than suflScient to meet the needs 
in this case, and the depositors were promptly paid in 
full. The fund was soon restored by the repayment 
from the proceeds of the bank's assets, of the amount 
advanced for the payment of depositors 

The Columbia Trust Co. 

The next test of the system of deposit insurance 
came over a year later, when the Columbia Bank 
and Trust Company was taken over by the Bank Com- 
missioner on September 28, 1909. The following 
morning he opened the doors of the bank and began 
to pay the depositors. This was the largest bank 
in the state, and one which had grown very rapidly, 
nnder the management of a certain gas and oil land 
operator by the name of Norton. In one year the 
deposits of this bank had grown from $365,686.01 to 
$2,806,008.61, and that was the amount due depositors 
when the commissioner took up the work of liqui- 
dation. 

Panic Averted. 

There was no panic caused and no run on the 
bank. The commissioner gave the assurance that all 
deposits would be paid in full, although the lia- 
bilities were nearly three million and there was only 
about $400,000 in the guarantee fund at the time. 
The amount of cash and sight exchange on September 
28 was $1,134,981.95. The emergency assessment of 
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three-fourths of one per cent, of average deposits 
on all banks in the system yielded another $248,000, 
but even then there was still a large shortage. The 
policy was therefore to pay the small individual de- 
positors first. Payments were made to banks only 
where they could show that they were in real need of 
the money at once. 

The Course op Liquidation. 

Of course there were some charges of discrimination, 
but in general the administration of the commission 
was satisfactory. Depositors received their money, 
and that was the main point. Mr. Norton was com- 
pelled to turn over his private estate to the amount of 
$563,600. Within the space of only about two months 
all individual depositors had been satisfied either with 
cash or cerlificates of deposits secured with gilt edge 
paper. This is an unparalleled record, and the com- 
munity was saved from any panic or the disorganiza- 
tion which ordinarily follows on a severe bank failure. 

Possibilities op the System. 

The Oklahoma experiment in deposit insurance 
and those subsequently tried by other states have 
raised several questions as to the possibility of such 
a system proving really effective. There can be no 
doubt of the influence that such a guaranty has upon 
the increase of bank deposits, even drawing funds into 
banks which otherwise would lie idle. Likewise, if 
people have confidence in such insurance of deposits, 
there is much less of a tendency to withdrawals in 
a time of financial stringency. Both these results 
are highly beneficial to the business community. Like- 
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wise, if the system so works that depositors are paid 
off as soon as the bank closes, the local panic and 
business disaster, which ordinarily accompanies bank 
failures, is avoided. 

Disadvantages op a State System. 

We have seen the diflSculty of a state system of in- 
surance in the case of the Columbia Bank and Trust 
Company, namely, that a single very large failure >vith- 
in the area of a comparatively small state, or one with- 
out a great number of banks, is likely to impose a very 
heavy burden upon banks within that insurance sys- 
tem. For this reason the principle of federal insur- 
ance of deposits was advocated, but went down to de- 
feat in the presidential campaign of 1908. From a 
study of the figures of national banks, it is seen how 
much lighter would be the burden in the case of a fed- 
eral provision of this sort. Since the beginning of the 
system in 1865 there have been but 508 failures, of 
which 24 were restored to solvency or a total of only 
5.3% of the total number of banks chartered. On 
the average in all these cases, creditors received 
82.28% on their deposits. 

Insurance by Private Companies. 

Since the agitation for state or national insurance 
of deposits, there has come forward a proposition 
by various insurance companies to undertake this 
work, in much the same way as they undertake other 
forms of suretyship. Such a proposition has been 
submitted to the Attorney General for his opinion 
as to its legality. In replying, he made certain 
f^uggestions as to the form of the policy relative to 
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the manner of paying premiums, but expressed his 
general approval of the scheme in the following 
words : 

"In my opinion, therefore, it is a matter for the dis- 
cretion of the directors and officers of a bank to 
determine whether or not they will enter into any such 
contract in any given instance, this discretion to be 
exercised in view of the solvency and general financial 
condition of the company making the insurance and 
the reasonableness of the rate of premium; and the 
form of the policy being modified to conform to the 
foregoing suggestions, I see no legal reason why a bank 
may not enter into it." 

Plans Being Peepected. 

Several companies have turned their attention to 
this possible line of new business, but as yet its de- 
tails have not been very fully worked out. For in- 
stance, there is still much doubt as to whether the 
total amount of deposits should be covered by the 
insurance or whether it should be limited to a definite 
amount. Also the companies are divided in opinion 
as to whether payment should be made immediately 
upon the closing of the bank or perhaps not until 
liquidation had been completed. There is this diflPer- 
ence between the system of insurance by private cor- 
porations and the insurance by public agencies, either 
state or national. In the latter case, all banks of a 
given grade would be eligible to insurance on the 
same terms, and the weaker members of this system 
would be a menace to the whole. Private companies 
would employ the best lawyers and accountants to 
make examinations, and would accept only preferred 
risks. 
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Voluntary Associations. 

There are so many objections to both of the above 
systems that it seems, perhaps, that if any system at 
all of deposit insurance is to come into wide and 
successful use, it must be based on the mutual prin- 
ciple, that is, be a voluntary system of insurance of 
their own deposit by banks brought together in some 
sort of association for the purpose. It is clear at 
once that to avoid the prime danger of insurance as 
illustrated in Oklahoma, these associations would have 
to cover large areas or at least include banks of a large 
total capitalization, in order to avoid the dangers of 
being wrecked through one or two large failures. 
This would preserve the advantage of the insurance 
by private corporations inasmuch as the association 
could not only limit the banks which it would accept 
as risks, but could also exercise certain supervisory 
functions afterward. Such associations would be 
really no more than an extension of the present 
clearing house system. 

Supervision op the Member Banks. 

If the banks admitted to the association were held 
up to banking standards as high as those of the present 
national system, and the association then introduced 
for its own protection further modifications and re- 
quirements as to the manner of conducting their busi- 
ness, it would seem that the association might safely 
guarantee at least ninety per cent, as it would be able 
to realize that amount in the liquidation of all banks 
within such a system which might fail. It is perhaps 
not too much to hope that as such a system was gradu- 
ally perfected, the number of insolvencies would be 
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materially reduced. Such an association certainly 
would be able to enforce any requirements which 
it might make upon member banks because no bank 
could afford to be excluded from such an association. 
Exclusion would be taken by the public as an indi- 
cation that such a bank was not safe and would 
increase the flow of deposits from the non-member 
to the member banks. 

Payments Might be Made at Once. 

Under such a system, depositors might be paid at 
once out of a common fund maintained for the pur- 
pose, and the fund reimbursed after the liquidation of 
the failed bank. This would amount simply to a tem- 
porary loan of the funds of the association but as far 
as the local communities are concerned, it would mean 
an enormous benefit both because funds would be more 
fully utilized in ordinary times, and hoarding and dis- 
trust avoided, and also the paralysis of the commercial 
life of the community following the failure of a local 
bank would be done away with. Owing to the well- 
known conservatism of the banking class, however, it is 
doubtful if such a reform will soon be undertaken, 
particularly since attention at the present time is 
directed toward other changes in our financial system. 
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A legal definition of a bank check as given by a well 
known authority* is as follows: written order 
or request addressed to a bank or persons carrying 
on the business of banking by a party having money 
in their hands, desiring them to pay on presentment 
to a person therein named) or bearer, or to such person 
or order, a named sum of money." Any one who 
has business dealings to-day is, of course, familiar 
with the check as the most common means of credit 
transfer. It may be well, however, to notice what 
are the essential features in the drawing of a check. 

Essentials op a Vaud Check. 

Since it is an order of one person in favor of an- 
other, drawn upon a bank, for a certain sum of money, 
it is essential that it shall be clear as to the three part- 
ies to the transaction and as to the amount of money in- 
volved. These, then, are the essentials of the check. 
No special form is required and a check may be drawn 
upon any blank piece of paper, but banks always fur- 
nish their patrons with blank forms for the purpose, 
for the convenience of both parties. It would be ex- 
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tremely awkward for a bank handling a large number 
of checks to have tbem drawn in different forms and 
to be of widely different size and shape. While there 
are slight differences in the printed forms furnished by 
the different banks, they approximate a standard simi- 
similar to the specimens shown on pages 164 and 165, 
one of which also shows the stub, on which the cus- 
tomer keeps his record of all checks issued. 

Names op Parties. 

There can ordinarily be no question as to the proper 
specification of the name of the bank on whom the 
order is drawn, since it is printed upon the check 
itself. However, it is not uncommon to find the 
printed check of one bank used in drawing an order 
upon another, by crossing out the name printed on 
it and writing in the name of the bank on which it is 
desired to draw. Such a check will be honored pro- 
vided the necessary funds are on hand. The name of 
the person in whose favor the order is drawn is 
filled in on a line provided for that purpose and it 
is well to take all due precautions to give the name 
correctly so that the payee may sign his ordinary busi- 
ness signature and there may be no discrepancy 
between the two. The endorsement on the back of the 
check should always correspond in every particular 
with the name as filled in on the face of the check. 

NEGOTIABnJTY. 

The wording of the check should here be noted. 
The above check reads : 

**Pay to the order of " and this is 

probably the commonest and best form of words, al- 
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though it is very frequent to find the wording '*Pay 



either case is the same and makes it possible for the 
person in whose favor the check is drawn to transfer 
it to another by the process of endorsement. Endorse- 
ment may either be "in full" or "in blank." If en- 
dorsed in blank the person in whose favor the check 
is drawn simply signs his name upon the back of 
it and such a check is then good in the hands 
of any bearer. However, most banks in cashing 
such a check require the person receiving the money 
to also endorse, thus having a complete record of the 
transaction in case any question should later arise. 
Endorsement in full does not make the check pay- 
able to bearer but to a certain person named in such 
an endorsement. Thus if the check is made payable 
to John Smith he may endorse it "Pay to Thomas 
Brown," and then sign his name to this endorse- 
ment. 

Wording of Edorsement. 

In this case the check would seem to be good only in 
the hands of Thomas Brown, but the courts have held 
that it is not to be supposed that the drawer intended 
to make such a restriction unless he added the word 
"only." Another form of endorsement in full would 
be "Pay to the order of Thomas Brown," or "Pay to 
Thomas Brown or order," and such a check could be 
again transferred by the endorsement of Thomas 
Brown below that of John Smith. Brown's endorse- 
ment could be either in blank or in full, as he saw fit. 
Another form of wording of the check is " Pay to 



to 



or order. 



The effect in 
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or bearer" and such a check is, of 



course, good in the hands of any bearer and is, there- 
fore, not the best form in which to draw a check ex- 
cept it be for immediate presentation at the bank. 
The same effect can be secured hy filling in on an or- 
dinary check the word **Cash" or ** Bearer" in place 
of the name of any specific payee. In all these cases 
the bank will require the person who receives the 
money to put his endorsement upon the back of the 
check. 



Filling in the Amount. 

The other most important feature of the check is 
that the amount for which the order is drawn shall 
be clearly specified. For this purpose it is written 
both in words and in figures. In case the amounts 
thus given should not agree it is very much better, 
if possible, to get in touch with the drawer of the 
check and ascertain what was his intention or, if pos- 
sible, have him draw a new check. No check should 
ever be altered in any of its essential details but a 
new check should be drawn in its place. In case, 
however, it is impossible to get in touch with the 
drawer of the check it has become a well established 
custom for bankers to pay the smaller of the two 
sums named, in case they disagree. Care should al- 
ways be taken in drawing a check to make both words 
and figures legible, and to so place them on the 
check as to avoid the possibility of other words being 
inserted and the value of the check thereby increased. 
The writing of the amount should begin at the ex- 
treme left hand of the check and the space between 
the end of the writing and the end of the line should 
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be filled in with a line to prevent the addition of 
any other words. 

Number and Date. 

The number and date upon a check are not essen- 
tial features. The number simply serves the maker's 
convenience and enables him to keep an accurate record 
of his bank account, trace any lost checks, or verify 
a particular item. As far as the bank is concerned 
it makes no difference whether the number be omitted 
or not. As for the date, however, the matter is slight- 
ly different. It is understood that a check is an order 
upon the bank for immediate payment of the amount 
named in the check, provided the drawer has that 
amount on deposit. Checks drawn on Sunday are 
good. The bank is also required to pay checks in 
the order of their presentation. If a check is pre- 
sented without date, therefore, and the drawer has 
sufficient funds on deposit, the teller will ordinarily 
fill in the date to furnish a record of the time at 
which the check was paid, and will then cash the 
check. Some tellers are so careful as to call up the 
maker of the check, if possible, to verify the date or 
even to return the check to him to have it filled in. 

Post-Dated Checks. 

On the other hand, a check is not payable until the 
date written upon it, even though that date may be in 
the future. Such a check may be negotiated from one 
person to another, and banks sometimes pay them 
regardless of the date, but in case any loss results, 
the bank can be held responsible, inasmuch as the* 
drawer of the check had given them a definite order 
to pay certain funds at a certain time, and if they 
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pay them before that time, they do so at their own 
risk. 

Check Should be Presented Promptly. 

This suggests the question as to the time for which 
a cheek is good. It has been established by numerous 
cases that the drawer of a check will not be responsible 
for any loss suffered by the payee by reason of his 
failure to present a check promptly for payment. 
Just the length of time which he will be allowed 
for such presentation will depend on the circum- 
stances, but it is ordinarily held that if a check be 
drawn on a local bank in the city where both the 
drawer and payee live, one day is considered a reason- 
able time. Thus if a bill had been paid by check on 
Monday, and Tuesday had been a regular business day 
during which the bank On whom the check was drawn 
had continued to carry on its business in the usual 
way, but had failed to resume business after that day, 
the loss occasioned by its failure would fall upon the 
payee and not upon the drawer of the check. In 
case the check had been transmitted through the 
mails and been presented for collection by a bank in 
another town, the time would, of course, be extended. 
Some banks make it a practice not to cash checks 
drawn more than a year before the date on which they 
are presented, on the principle that the fact of their 
not having been presented for so long a time raises 
a reasonable question and it is best to return them 
for verification or have a new check drawn. 

Stopping Payment. 
Since a check is simply the order of the drawer 
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up<m his bank to pay the funds to a third party, 
the perscHi who has drawn such an order may 
revoke it at his pleasure at any time before payment 
has been made. In case the bank pays such a 
stopped check the loss will be its own, exactly as 
though it had paid a customer's funds without any 
check having been drawn. It is quite frequent for 
payment of a check to be stopped because it has been 
lost. In this case the position of the bank, on whom 
it is drawn is clear, but the position of another bank 
is rendered somewhat difficult We will suppose 
that a check made payable to bearer has been lost 
and the drawer of the check has thereupon ordered 
his bank to stop payment. The check has subse- 
quently been presented by another bank to the Clear- 
ing House. It was accepted by this bank, endorsed 
by a merchant who was a regular customer of theirs 
of good standing. The bank on whom it was drawn 
returns this check, and the bank by whom it was 
presented charges it back upon the customer who 
has deposited it. 

Fixing the Responsibility. 

It is then a question for settlement between this 
party and the drawer of the check. In case this mer- 
chant has received the check from a regular customer 
of his, he would naturally look to him to reimburse 
him for any loss which he might suffer. In this way it 
might be possible to pass on the responsibility from 
one person to another until finally the person who 
found the check and proceeded to use it as his own can 
be required to make good the loss. On the other hand, 
the law has held that a merchant paying a bearer 
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check, even to a person with whom he was not person- 
ally acquainted is not liable for the loss, inasmuch as 
he was a * ' bona fide holder for value. ' ' The drawer of 
such a check must lose the money precisely as though 
he had lost a note or a greenback. 

Paymbnt by Check. 

For this reason many persons will not receipt a 
bill paid by check. The cheeky itself, after being 
cancelled and returned to the drawer, becomes a 
receipt. Sometimes, in order that there may be no 
questions as to the exact purpose of issuing the check, 
the drawer will specify upon the face of the check 
the nature of the transaction in settlement of which 
it was given. 

Insufficient Funds. 

It sometimes happens that a check is presented 
for payment at the drawer's bank when there are 
not suflScient funds on deposit to pay it in full. There 
are two courses then open to the bank. If the draw- 
er is an old customer and they have reason to believe 
that it is only through an oversight that suflScient 
mon^ is not on hand to meet the check, the bank 
will probably pay the check, thereby creating an 
overdraft to the customer's account. Of this they 
will notify him and look to him for payment, but in 
case he fails to settle, the bank itself must bear the 
loss. To be absolutely safe, the bank might decline 
to pay the check to the person presenting it or 
return it to the bank through which it is presented, 
marked ** insufficient funds." 
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Payee's Position. 

Cases have arisen where under these circumstances 
the payee of the check has desired to deposit to the 
drawer's account enough money to make the check 
good and to then have it cashed. It has been held, 
however, that the bank is not obliged to accept such a 
deposit nor to reveal the amount of the drawer's bal- 
ance. Similarly it is not allowed to pay part of a 
check, even though the payee agrees to surrender the 
check after such partial payment is made. A check is 
the drawer's order upon the bank to pay a definite 
amount of money, and if the bank is not able to com- 
ply with the exact form of this order, it should decline 
to pay the check at all Similarly it is held that the 
death of the drawer revokes the authority which he 
has given to the bank to pay out funds belonging to 
him. In some states, however, special laws have been 
made to cover such a case and the bank is author- 
ized to make payments within a short time after the 
death of the depositor. 

Forged and Altered Checks. 

The bank is also held liable for the payment of 
forged or altered checks. It is held that a forged 
check is not the order of a depositor at all, and thaf 
the bank is supposed to be suflSciently well acquainted 
with its customers so that it can distinguish genuine 
signatures from those which are forged. For this 
reason it requires from all depositors a copy of their 
signatures with which it can make comparison in 
case of doubt. A check should always be signed 
as nearly as possible in the same way so as to make 
the danger of mistakes as small as possible. Also 
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where the customer of a bank has funds deposited 
to his own private account and also to an account' 
which he conducts as treasurer, trustee, manager or 
the like, great care should be taken to sign checks 
drawn against these accounts with the title as well as 
the name of the drawer. In fact, *'John Smith, 
Treasurer," is the only proper signature for such an 
account and an incomplete signature, such as John 
Smith, should not be honored by the bank any more 
than should a cheek signed merely with the drawer's 
initials. 

Protective Devices. 

Numerous devices are introduced by banks from 
time to time to safeguard their checks against possible 
fraud. We have spoken of the need of drawing all 
checks with great care so that no blank spaces are left 
which could be filled up. Many banks use for their 
checks a form of paper which is designed to prevent 
any possible erasures or alterations. This consists 
of a design printed in pale ink over the whole of 
the check or at least under those portions which are 
to be filled in by the drawer. Any erasure on such a 
check removes this design as well as the words or 
figures, and therefore, makes it practically impossible 
of alteration. Other banks accomplish the same pur- 
pose by using a corrugated roller or stamp to roiighon 
that part of the check on which the figures indicating 
the amount are written. Another device is that of 
stamping or punching on the check the maximum 
amount for which it will be honored. Thus a check 
stamped **Not good for more than five dollars" or 
"ien dollars" or ** twenty dollars" as the case may be, 
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could be raised only a very limited amount if at alL 

Endobsembnt. 

We have already referred to the fact that a check 
may be transferred from the payee to any other party 
whom he may designate, and that this new payee may 
again transfer the check in the same way, if he so 
desires. We will take up now the legal obligations 
which such an endorser assumes. The man who 
negotiates a check by endorsing his name upon the 
back of it really enters into two contracts, one a 
contract of sale, by which he transfers his title in the 
instrument, and the other the technical contract of en- 
dorsement. 

A Contract op Sale. 

Under this first contract, that of sale, he under- 
takes the same responsibility as in the sale of any 
other goods. If the thing sold proves to be worthless 
he must make good the loss sustained by the pur- 
chaser, that is, he must be responsible if the paper 
is not genuine or if the person from whom he re- 
ceives it was not lawfully the owner of it and there- 
fore was not possessed of the right to give title 
to it. The endorser of a check is also responsible 
if he transfers by endorsement the check of an in- 
solvent person whom he knew to be insolvent, at the 
time of endorsement. 

Contract op Endorsement. 

By the technical contract of endorsement, the per- 
son who has written his name upon the back of a 
check in effect guarantees to the person to whom he 
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transfers it that he, himself, will see that the cheek 
is paidr The liability of the endorser does not begin, 
however, until a cheek has been duly presented for 
payment at the bank on which it is drawn and such 
payment has been refused by them. The endorser 
can then be held, upon the serving of proper notice 
upon him of the dishonor of the check. Some banks 
go to the extent of formally protesting all dishonored 
checks before a notary public, and while this is 
necessary in the case of notes on which payment is 
defaulted, the courts do not hold it to be necessary 
in the case of checks. In that case a simple notice 
to the endorser is sufficient to fix the responsibility 
of payment upon him. In such a case, where several 
persons have transferred a check by endorsement, 
each will look to the one before him, that is, the 
one from whom he himself received the check, for 
a settlement, thus finally fixing the responsibility 
on the party who caused the default in payment. 

Special Endorsements. 

There are two special forms of endorsement, each 
of which deserves brief notice. There are restrictive 
endorsement, and irregular endorsement. In the case 
of the restrictive endorsement, the endorser speci- 
fically avoids the technical contract of endorsement 
and merely transfers ownership in the paper with- 
out undertaking to guarantee the title. A common 
form of such endorsement is without recourse," 
which simply means that the endorser refuses to as- 
sume any responsibility for the payment of the check 
in case it is dishonored by the bank on whom it is 
drawn. Irregular endorsement is the very opposite 
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to this. Here the endorser is not one who holds the 
check and endorses it for the purpose of transfer- 
ring ownership. He enters into no contract of sale 
whatever, but simply places his name upon it as a 
guarantor and assumes thereby the obligations and 
responsibilities incurred by the technical contract of 
endorsement. 

Anomalous Endorsement. 

This is also called anomalous" endorsement since 
the name of the regular endorser really does not 
belong upon the check and has not come there in the 
course of any business transaction. A frequent use of 
this form of endorsement is by persons desiring to 
have a check cashed at a bank at which they are unac- 
quainted. In such a case they will frequently secure 
irregular endorsement by some person who is known . 
at the bank or who perhaps has an account there. 
The bank will then feel safe in cashing such a check, 
even though they do not know the person who received 
the money, since their customer has become guarantor 
by process of endorsement. 

Certified Checks. 

Another way of strengthening a check is by having 
it certified. In this manner the bank guarantees the 
payment of the amount. When a check is presented 
to a bank for certification, the cashier or teller writes 
across the face of the check Certified,** **Good when 
properly endorsed" or some similar legend, and 
signs his name or initials beneath. This should be 
done only after examining the customer's account 
to see that sufiicient funds stand to his credit to 




THE BANK CHECK 



177 



enable the bank to pay the check when presented. 
By certification the bank makes the check its own 
obligation, instead of that of the customer, and trans- 
fers that amount from the customer's account to its 
own certified check account. 

OVEBCEBTIFICATION FORBIDDEN, 

The National Bank Act forbids all National banks 
to certify a check for a larger amount than the 
drawer has on deposit with the bank, but until recent- 
ly National banks were in the habit of evading this 
section of the law in the case of brokers' checks. The 
Comptroller of the Currency has taken steps to pre- 
vent the practice of overcertification among National 
banks, but it still exists to a considerable extent 
among trust companies and private bankers. The cer- 
tified check is a means of paying large obligations, on 
which the payee naturally wishes to be assured in ad- 
vance that the check is good. 

The Cashier's Check. 

Practically the same result is accomplished by 
the use of the cashier's check. When one gets a 
cashier's check from his bank, the amount of the 
check is deducted from his deposit account and placed 
to the credit of the bank, and the cashier then draws 
an order of the bank for this amount in his own name. 
Both the cashier's check and the certified check are 
illustrated on pages 178, 179 and 180, as well as the 
charge ticket by which the bank adjusts its own ac- 
counts, when checks are certified for its customers. 
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Certified Checks Should Not be Destroyed. 

The following form of notice is frequently at- 
tached to certified checks, to prevent any mistake^ 
If the check were destroyed, the customer might 
forget that the amount had been deducted from his 
account and thus might overdraw his account. When 
the unused check is deposited, it is credited to the 
drawer's account and deducted frOm the certified 
check account, exactly as though it had been presented 
by the person for whom it was originally drawn. 



If this certified check is not used, 
do not destroy it. The maker should 
deposit it to his credit. 

The Front Street National Bank 
philadelphia, pa. 
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THE -WORK OF THE CLEARING HOUSE. 

The Clearing House is the great labor saving device 
of our banking system. We have seen that a check is 
an order by one party upon his bank ordering that 
bank to pay a certain sum of money from his ac- 
count to some third party. If this third person 
presents the check to the bank named on its face 
and there receives his money, the transaction is very 
simple. But Mr. A., who has his account in the 
First National Bank, makes payment by check to 
his employees, tradesmen, and many others with whom 
he has dealings. They may be located in many differ- 
ent parts of the same city or in other places more or 
less widely scattered. Probably of one hundred checks 
which he draws, not ten are actually presented direct- 
ly to his bank for payment. The butcher, instead 
of sending a boy to the First National Bank to get 
his money, simply deposits this check in his own 
bank and there has it credited to his account. Mr. 
A's stenographer endorses her check to her dress- 
maker and the dressmaker endorses it to her land- 
lord, who places it to his account in still a different 
bank. If checks were not handled in just this way 
they would be the least convenient instead of the 
most convenient way of settling current debts. 

182 
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Cheoks are Deposited Instead op Being Cashed. 

By depositing all checks received for current pay- 
ments in his own bank, the merchant is saved the in- 
oonvenience oi collecting them from a number of dif- 
ferent banks, but the result, as far as the banks are 
concerned, is that they are required to do the collecting 
of checks for the whole community. In our case the 
First National Bank has paid only a small part of the 
orders which Mr. A. has drawn against his account 
with them, but has honored a large number of orders 
drawn on other banks in favor of Mr. A. Like- 
wise, all the other banks have given cash or credit 
for orders drawn upon other institutions and have 
not yet made their own check-demands. The collec- 
tion of these items from each other would be a large 
task if no labor saving device were used to lighten 
the burden. In large cities it is estimated that over 
95% of current payments are made by check, and the 
work of collection by the old method would be enor- 
mous. 

The Old Runner System. 

This old method was by means of runners. A 
runner from Bank No. 1 took all the checks of other 
banks in the same cily, or in a certain section of the 
city, and made daily rounds of those banks, pre- 
senting these claims for their payment over the 
counter. In large cities, where banking institutions 
are widely scattered, such a system involved a great 
waste of time, besides causing a constant risk and 
occasional loss. A runner starting out to make the 
rounds of other banks where he expects to be called 
upon to make payments for balances owing by his 
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bank, must carry with him a considerable amount 
of money to meet such obligations, or, after having 
completed his rounds, where the balance of tran- 
sactions was in favor of his own bank, the runner 
would be obliged to carry a considerable amount of 
cash. It was inevitable that, from time to time, a 
^unner returning from some remote bank with a 
satchel full of money would be held up and robbed, 
or that the temptation would prove too great for the 
runner and he would make off with the money. To do 
away with the danger and inconvenience of the old 
system, and to provide in its place a simple and 
quick method of making collections and settling dif- 
ferences between banks, the Clearing House came 
into being. 

The First Clearing House. 

Our Clearing House system began with the estab- 
lishment of the New York Clearing House in 1853, 
but was made in close imitation of the system used 
by the London Clearing House for a long time before 
that date. The New York association began as a vol- 
untary organization of thirty-eight banks in that city, 
and to-day wherever banks multiply beyond the 
number of four or five a clearing house association 
of a more or less formal nature is likely to appear. 

A Simple System. 

The essential principle of the clearing house is 
simplicity itself. Instead of each bank sending a 
runner or several runners around to all the other 
banks for the purpose of making settlements, each 
bank sends the checks it desires to collect to the Clear- 
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ing House at a stated time. There it offsets the 
claims against itself by the claims which it holds 
against other banks, and then either pays or receives 
the difference between such claims depending on 
whether such a balance stands in its favor or against 
it. This will perhaps be made more clear by fol- 
lowing the process step by step. The details which 
we will take are those of the New York Clearing 
House, which is the largest and most important in 
the United States, but we will also note certain 
features of other systems. 

Method op Clearing. 

The hour of clearirfg in the New York Clearing 
House is ten o'clock and on each business day the 
clerks of the various member banks meet in the 
Clearing Room prepared to make settlements for their 
respective banks. The Boston Clearing House like- 
wise clears at ten o'clock but in Chicago the hour is 
eleven and in St. Louis it is ten thirty. Philadelphia 
used to clear twice daily, its first or regular clearance 
being at eight thirty and another, known as the 
** Runners' Clearing," at eleven o'clock. In the 
smaller clearing houses only one clerk is generally sent 
to the Clearing House but larger banks ordinarily 
send two, one of whom is known as the Delivery 
Clerk" and the other the Settling Clerk." If the 
amount of exchanges is very large it may be that 
it will be necessary to send another clerk to act as 
assistant to the Settling Clerk, and a porter, or clerk, 
to aid the Delivery Clerk in handling the large 
number of checks to be presented for settlement. 
For purposes of clearing, each member of the asso- 
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ciation receives a number by which it is known in all 
transactions with the Clearing House. Desks in the 
Clearing House are assigned to the clerks of the 
various banks in accordance with this system of 
numbering. 

I^Iaking Up the Settlbmsnt Sheet. 

Before taking up the actual system of clearing, we 
should notice the preparations which must be made 
before leaving the bank for the Clearing House. At 
the close of business each day all checks paid by a 
given bank and to be presented for clearance the 
next day will be listed upon a ''Settlement Sheet.'* 
The following morning, after the opening of the 
bank's mail, any other items which have been received 
in this maimer will be added to the Settlement 
Sheet in the column marked ** Additions" and the 
totals entered as debit items on the Settling Clerk's 
statement which he takes with him to the Clearing 
House shortly before the opening hour. The checks 
are classified according to the banks on which they 
are drawn and those for each particular bank are 
enclosed in an envelope on the outside of which their 
amount is entered. These are given to the Delivery 
Clerk, together with a delivery sheet on which all 
these totals are entered opposite the name of the bank 
on which they are drawn. There is also a space for 
entering the amount of checks presented for settle- 
ment and a space for the signature of the Settling 
Clerk of that bank. 

Credit Ticket. 
After these totals have been ascertained, they are all 
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added together to make up the total credit item due 
the bank on that day's exchanges. This is entered on 
a credit ticket which is taken to the Clearing House 
by the Settling Clerk and deposited upon the desk of 
the Clearing House manager as soon as the clerk ar- 
rives there. In the smaller exchanges it is also cus- 
tomary for the clerk to deliver to the clerks of the 
other banks the envelope containing the checks due 
his bank as soon as he arrives at the Clearing House. 
In the New York Clearing House and in most of the 
larger ones, however, the delivery of this first or 
credit ticket is the only one that takes place before 
the formal opening of the exchange. 

Delivering the Checks. 

Just before the appointed hour the manager appears 
at his desk in the balcony at one end of the Clearing 
Boom. Each Settling Clerk takes his place at his 
appointed desk with his settlement sheet in front of 
him, and the Delivery Clerk stations himself in front 
of the desk with the checks to be delivered to all 
the other banks arranged in the order in which 
their desks have been assigned to them, and with his 
Delivery Sheet on which to receive signatures of 
the various Settling Clerks for each package of checks 
as delivered. The Settling and Delivery sheets are 
in the forms shown on pages 188 and 189. 

Routine op Clearing. 

The settling clerk, as each envelope is presented 
to him, receipts for it upon the delivery sheet car- 
ried by the delivery clerk of the bank presenting 
the checks. If he has an assistant the assistant pro- 
ceeds at once to enter these items upon the settlement 
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Settling Clerk's Statement 
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No. 42 THE FIRST NATIONAL BANK 

Delivery Clerk's Receipts 191 
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sheet. If he is alone he will have to make such entry 
himself and not be able to complete it until the 
delivery clerks of all the other banks have passed 
his window, and the deliveries are completed. It 
is customary in a great many places to deliver a 
blank ticket to any bank none of whose diecks happen 
to appear in the day's clearing. This may be very 
convenient later on in case an error may be discov- 
ered by the settling derk, and is to make sure that 
no items have been lost or mislaid. After having 
completed his deliveries, the delivery clerk has no 
further duties to perform in connection with the 
process of clearing, and it is generally customary 
for him to return at once to his own bank, taking 
with him the checks which have been presented by 
the other banks. These have all been endorsed by the 
banks by whom they were presented for payment, gen- 
erally simply by the use of a rubber stamp bearing the 
words ''RECEIVED PAYMENT THROUGH THE 
CLEARING HOUSE" and the clearing house num- 
ber of the bank presenting them. 

Debit ob Credpt Balance. 

As quickly as possible now the settling clerk adds 
up the amount of the checks presented for clearance, 
which he has entered on his settlement sheet, and 
proceeds to make up his proof sheet and determine 
the settlements necessary. This he does by adding 
up all the credit items or claims of his bank against 
all the other banks of the clearing house association 
and also adding up all debit items or the claims of 
all the other clearing banks against his own. Only 
the diflEerence of these two amounts will be settled; 
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that iSy if the checks presented by other banks are 
greater by $1,000.00 than those which the given bank 
holds against all the other members, there will be 
a debit balance on the day's clearings of $1,000.00 
which must be paid by the bank to the clearing house. 
Form of proof sheet used is like that shown on page 
192. 

Errors. 

As soon as this proof has been completed by the 
proof clerk who is stationed at a table beside the 
manager's desk^ the amounts are read out by the man- 
ager, or if an error has been discovered he announces 
that fact and the clerks proceed to examine their 
work in order to discover the mistake. A fine is gen- 
erally imposed upon the clerk who is found to be re- 
sponsible, or sometimes only in case the error is not 
discovered within a certain time, perhaps fifteen or 
twenty minutes. 

Methods op Settling. 

The method of settlement differs somewhat in dif- 
ferent places. In New York it is required that set- 
tlements shall be made before half past one o'clock. 
These balances are generally paid in gold coin. United 
States gold certificates, legal tender notes and clear- 
ing house certificates except the fractional amounts, 
which must be settled in coin. Sometimes the bank 
makes settlement by delivering a cashier's check to 
the clearing house. After half past one the creditor 
banks can call upon the clearing house for the respec- 
tive balances due them. For these they receipt in the 
settlement book of the clearing house. In the same 
way the clearing house receipts for all settlement re- 
mittances received from the debtor banks. 
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The Boston Way. 

A peculiar system of settlement has grown up in 
the Boston Clearing House, which is described in 
the book on Clearing Houses"* as follows: 

"Many years ago the custom sprang up at Boston of bor- 
rowing and loaning balances at the morning exchanges, and 
the settlement of the same by orders on the clearing-house, 
and this has grown to be one of the most important feat- 
ures of their clearing system. It had its inception in a 
small way some thirty years since, as a matter of conven- 
ience to debtor banks, and is quite unlike anything else in 
the clearing-houses of the United States. Before its adop- 
tion, debtor banks which found their balances at the morn- 
ing exchanges too great for convenient settlement with 
cash, but which could easily call in the necessary amount 
later in the day were accustomed to send their representa- 
tives through the streets to borrow from neighboring 
banks. Owing to the inconvenience and risk of this prac- 
tice the presidents and cashiers of the banks began to 
meet at the clearing-house, and then, after the exchanges 
had taken place, to borrow and loan their balances. The 
custom found favor with the banks and has gradually 
grown to such considerable proportions that some sixty per 
cent, of the total balances are now settled in this way. On 
the floor of the clearing-house at each morning exchange 
may be seen a busy group of bank officials, some borrowing 
balances, others negotiating loans. 

"A may find himself a heavy debtor and may desire to 
borrow of B, whose balance is a heavy credit. If B 
wishes to loan to A, he gives him an order on the clearing- 
house, and the latter uses it the same day in the settle- 
ment of his balance. All orders, therefore, on the clearing- 
house are accepted by the manager in the settlement of 
balances to the full extent of their face value. But A may 
not desire but a small part of B*s balance, in which event 
B may find a dozen other banks anxious to borrow, to each 

* James Q. Cannon. 
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of which he may loan a portion. Again, some, not find- 
ing it advantageous either to borrow or loan, settle their 
«^ balances by the usual cash payments at the clearing-house. 
In practice, some banks habitually loan, but never borrow. 
Others habitually borrow, but seldom or never loan." 

On such loans made for the purpose of clearing 
house settlement, rates of interest about equal to those 
on call loans are charged. A great many bankers feel 
that this system involves considerable danger since 
these loans can be recalled without a moment's warn- 
ing, but the system is now very firmly established. 

Organization Close. 

The organization of the various clearing houses 
diflfers widely, but in almost all cases is rather in- 
formal in its nature. Most of them are organized 
as voluntary, unincorporated associations, acting 
under a charter and by-laws which they have drawn 
up for their own regulation. In the smaller places 
not infrequently the clearing house association is 
merely a tacit understanding and working agree- 
ment between the few banks which use this method 
of settling with each other. 

Quarters. 

In 1894, the New York Clearing House Association 
organized the New York Clearing House Building 
Company for the purpose of erecting a new 
clearing house building for the use of the Asso- 
ciation. The necessary money for this purpose was 
raised by subscription among the members of the 
association, each one paying in proportion to the 
amount of its capital and surplus, and receiving 
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in return for these payments interest bearing 
certificates of the Building Company. The cost 
of this building was $2,000,000 and it is decidedly 
the finest structure of its kind in this country. In 
fact, there are very few other cities where the clear- 
ing house association maintains a building of its own. 
Philadelphia, Chicago and a few others have such 
buildings but in most cities such an expenditure is 
unwarranted and the association occupies rented 
quarters. Where the number of banks in the associa- 
tion is very small, it may not be necessary even to 
rent outside quarters for the purpose, but the clerks 
meet by agreement in a room furnished for the pur- 
pose by one of the member banks, moving from one 
to another each week or each month or according to 
some other satisfactory arrangement of their own. 

Officers. 

The New York Clearing House is administered by a 
president, secretary, manager, assistant manager, and 
five standing committees. In smaller associations the 
assistant manager and many of the committees may 
be done away with, but in other ways the organization 
is similar. The Clearing House manager is really 
the executive officer of the whole system but acts 
under the clearing house committee. He is required 
to give a bond for the sum of $10,000 and preside 
over all meetings of the clearing house, where he 
superintends the process of clearing and the settle- 
ment of balances. Another important duty of his 
office is to see that records are carefully kept of all 
transactions and a weekly bank statement published, 
showing the condition of all the banks of the asso- 




196 



PRACTICE OP BANKING 



ciation. The position is one which in a large city 
requires peculiar qualifications and special experi- 
ence and for that reason it generally happens that 
the clearing house manager, although elected for 
only one year, is retained in his position as long as 
he is willing or able to serve. 

Committees. 

The committees of the New York Clearing House 
Association, besides the clearing house committee, in- 
clude the conference committee, committee on ad- 
missions, nominating committee, and arbitration com- 
mittee, each consisting of five members. 

Membership. 

Banks desiring admission to the New York Clearing 
House must make application to the clearing house 
committee, by whom they are referred to the commit- 
tee on admissions, which in turn examines carefully 
into their qualifications for membership. In order to 
be admitted, the applicant must receive a three-fourths 
vote of those members of the association who are 
present at the -meeting at which their application 
is considered. The admission fee varies according 
to the amount of capital of the bank, and no bank 
whose capital and surplus are less than $500,000.00 
will even be considered by the committee. The mem- 
bership fee for banks having a capital of $5,000,000 
or less is $5,000.00 and banks having a larger 
capitalization than $5,000,000 must pay an admis- 
sion fee of $7,500.00. The fee for admission to the 
Philadelphia Clearing House Association is $10,000.00 
and members must receive a three-fourths vote for 
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admission and assent to the articles of the associa- 
tion. In smaller places, of course, the fees are pro- 
portionately less or may even be done away with 
where the expenses of the association are small. 

Non-Members. 

The New York Clearing House has now fifty mem- 
bers but there are, as in other associations, a large 
number of banks not actually members of the asso- 
ciation which have their exchanges cleared by mem- 
ber banks in accordance with a resolution of the asso- 
ciation and the payment of a fee of $500.00 yearly. 
The following is a specimen of such a resolution : 



the following Resolution was adopted: 

"Resolved: That this Board hereby agrees to the pay- 
ment of Five Hundred Dollars ($500) per annum, for the 
purpose of making its Exchanges through a Bank, member 
of the New York Clearing-house Association. 

"And this Board also consents to the same examina- 
tions of this as are now required of 

members of the Clearing-house Association." 



The Government and Trust Companies. 

The New York Clearing House includes within its 
membership both the United States Sub-Treasury and 
Post Office. The Sub-Treasury has no voice in the 
management of the association and makes only a nom- 
inal payment for the service of clearing. The Post 

* This title may be changed to read, **Board of Trustees, Ezeoatlye 
Committee, ete.,'* as neeessary. 



New York, 1 

At a meeting of the * Board of Directors of the 



1910. 



of 



held 



1910, 
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Office clears through a member bank and is not 
required to pay the customary $500.00 fee. Trust 
Companies in New York City are not admitted to mem- 
bership in the clearing house but are allowed to clear 
through member banks if they will comply with the 
following restrictions: 

"No trust company shall be permitted to clear through 
any member or non-member of this association, un- 
less such trust company shall have been in actual 
operation for at least one year at the time of mak- 
ing the application. 

''No trust company shall be cleared by any bank or 
trust company, member or non-member of this 
association, until it shall have been examined by 
the clearing-house committee, or some other com- 
mittee of the association duly appointed for such 
purpose. 

"Every trust company clearing through a member of 
this association, or which may hereafter be per- 
mitted to clear through such member, shall furnish 
a weekly statement of its condition to the manager 
of this association, in the same manner as weekly 
statements of non-member banks clearing through 
this association are now rendered. Such state- 
ments shall include: 



Capital, 
Net profits. 

Average amount of loans and discounts and 

investments. 
Average amount of specie, 
Average amount of legal tender notes and 

bank notes. 

Average amount on deposit with other New 
York City and Brooklyn banks and trust 
companies. 

Average amount of net deposits." 
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Expenses. 

The expenses involved in the maintenance of a 
clearing house association are distributed among the 
member banks. Besides the admission fees required 
of members and the special charges made upon non- 
member banks who clear through members and the 
fines collected for infraction of the rules of the 
association, errors in clearing, etc., an assessment is 
laid upon the members of the association. This gen- 
erally consists of a stipulated amount from each bank 
and a pro rata assessment on the basis of the amount 
of their clearings. In New York and Chicago a 
flat assessment is $200 for each bank ; in Philadelphia 
$100 for each bank having a capital of less than 
$500,000, $200 for banks having less than $1,000,000 
capital and $300 for those having heavier capitaliza- 
tion. In Boston the charge is $125 for member banks 
and from $500 to $1,000 for non-members. The ex- 
pense of printing is generally kept as a separate item 
and chai^d proportionately upon the members of the 
association. Pines for tardiness and errors are gen- 
erally small but in the case of one or two places, 
notably Chicago and Milwaukee, the penalty for tar- 
diness runs as high as $25 for a single offense where 
the amount of tardiness is as great as ten minutes. 

Scope op Activities. 

There is considerable difference in different parts 
of the country as to the exact nature of the services 
performed by the clearing house associations. In the 
East their functions are generally limited much more 
strictly than in the newer associations in the West. 
Some clearing house associations undertake to secure 
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uniform action of their members in regard to interest 
rates, charges for collection, or any other matters for 
which it is desirable that there shall be a definite 
understanding and uniform charges by the banks. 
Through the clearing house, also, banks are enabled 
to aid one another in case of financial difficulties. 
We have noticed how this was accomplished in con- 
nection with the settlement of differences by the Bos- 
ton banks. It is almost universal, however, to find 
that the association issues clearing house loan cer- 
tificates. These are issued by the association to the 
banks in exchange for deposits of funds with the 
association and are greatly desired for use in the 
settlement of balances because of their convenience, 
being drawn for large amounts and therefore requir- 
ing the minimum of labor in making large settle- 
ments, doing away almost entirely with the transport- 
ing of actual cash to and from the clearing house. 

Special Issues of Certificates. 

In times of financial difficulty, when the available 
funds of the banks are inadequate to their needs, the 
various clearing house associations sometimes put out 
an additional issue of such clearing house certificates 
based upon deposits of approved securities which the 
banks deposit with the association for that purpose. 
A reasonable margin will be left in all such cases 
between the amount of the certificates so issued and 
the market value of the securities so as to have the 
certificates amply secured and therefore acceptable 
as a medium of exchange. One form of clearing 
house certificate is shown on the opposite page. 
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No New York, $ 

NEW YORK CLEARING HOUSE ASSOCIATION. 
THIS CERTIFIES that there have been deposited with 
the NEW YORK CLEARING HOUSE ASSOCIATION by 

the 

Dollars 

in United States Gold Coin, to be held as a special deposit, 
payable in said coin to the order of said Bank, on demand, 
to any Bank of the New York Clearing House Association, 
only on surrender of this certificate indorsed by the Bank 
demanding pasrment of the same. 

Registered at the New York Clearing House. 

NEW YORK CLEARING HOUSE ASSOCIATION, 
by W. A. NASH, Acting Chairman Clearing House 
Committee. 

WM. SHERER, Manager. 

Weekly Reports. 

Another activity of the Clearing Honse Associa- 
tion is that of preparing and issuing the weekly bank 
statement. For this purpose it is required that each 
bank clearing through the association send to it a 
report of its condition each week on a form pre- 
scribed by the association. Different forms are used 
for national member banks, state member banks, non- 
member banks and trust companies. On next page is 
the form required of National banks who are mem- 
bers of the association. 

The Geijeral Statement. 

The returns thus received are tabulated by the 
clearing house oflBcials into a general weekly state- 
ment which is issued in New York at noon each 
Saturday. Other days are taken in other cities as 
the date of its appearance. It is always looked for 
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NATIONAL. 



No. 



Liabilities. 

Capital 

Net Profits 

Circulation 

Due Banks and Trust Comi>anies. 

Due Other Depositors 

Unpaid Dividends 



TOTAL 



Resources. 

Loans and Discounts 

U. S. Bonds on hand 

U. S. Bonds to secure circulation. . . . 

U. S. Bonds to secure deposits 

Other Stocks, Bonds and Mortgages. . 

Premium on U. S. Bonds 

Real Estate, Furniture and Fixtures. 

Due from Banks 

Cash Items and Bank Notes 

Specie 

Legal Tenders 

Overdrafts 



TOTAL 



Certified Checks 
Bxchanges 
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with great interest by bankers, brokers, and all others 
who are interested in financial matters, because it 
shows the condition of the money market. That of the 
New York Clearing House is of interest all over the 
United States and even in foreign countries, since 
the condition of New York indicates pretty clearly 
the condition of the whole country. The form on 
page 204 will show the items covered by this weekly 
statement, though for the sake of space only a partial 
list of the banks is given. 
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CHAPTER Xm. 

THE MAKING OP LOANS AND DISCOUNTS. 

The National bank act includes in its list of ac- 
tivities of banks the discounting and negotiating of 
promissory notes, drafts, bills of exchange, and other 
evidences of debt ; receiving deposits ; buying and sel- 
ing exchange, coin and bullion; loaning money on 
personal security; obtaining, issuing and circulating 
notes. We have seen how, in issuing notes and in 
receiving deposits, the bank sells its credit. For the 
rest, its business consists of buying the credit of 
others. It is here that the profits of banking centre. 
Only National banks issue notes; not all banks deal 
in coin or bullion, or buy and sell foreign exchange ; 
the receiving of deposits is in itself a source of ex- 
pense rather than of profit; and the bank must look 
to the employment of these funds through its depart- 
ment of loans and discounts, to earn dividends for 
its stockholders. 

The Bank Buys Credit. 

The bank may buy either with cash or with credit 
and the kinds of things it will buy are numerous, 
though restricted to one certain field. That is, the 
banker does not buy commodities as does a merchant, 
but evidences of indebtedness, in various forms. Nat- 
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ional banks are not even permitted to buy real estate 
except such as they are obliged to take over to secure 
the payment of a bad debt. It is essential that the 
property which the bank buys shall be in some form 
which can be quickly turned into cash to meet the 
demand obligations which it has assumed. It buys, 
therefore, only evidences of indebtedness secured by 
endorsement or by the pledging of property. 

Call Loans. 

Bank loans are of two sorts, call loans and time 
loans. Call loans are also known as demand loans, 
and are made more largely to brokers than to any 
other class of business men. The rates of interest 
are usually not very high, since the money is subject 
to recall at any time, but by loaning money on de- 
mand, the bank is able to employ its funds much 
more fully than it otherwise could. As it requires 
only one day or less to secure the repayment of a 
call loan, money which could not safely be put into 
even thirty-day loans can be loaned in this manner 
and be made to earn two or three per cent., instead 
of lying idle. In times of panic, however, call money 
becomes extremely scarce and the demand acute, with 
the result that rates advance sharply. A rate of 
185% for call loans was quoted in the panic of 
1893, but in ordinary times 7 or 8% is considered 
high for call money. 

Collateral Secuiott. 

The safety of such loans is usually secured by 
the deposit by the borrower of collateral security 
in the form of stocks and bonds, of a market 
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value of about 20% in excess of the amount of 
the loan. In agricultural centres, warehouse re- 
ceipts, issued against deposits of cotton or wheat 
or other commodities, form one of the principal 
kinds of collateral security for both call and time 
loans. The grain buyer of the West and North- 
west almost always secures a large part of the money 
with which he makes his purchases by negotiating 
call loans on the security of this wheat paper/' 

Increase of Collateral. 

The demand loan is commonly made without the 
formality of a promissory note, the bank merely 
placing the amount of the loan to the borrower's 
account as a deposit. Since the bank holds the col- 
lateral securities in its own possession it can safely 
do this. However, there is always the possibility that 
the value of such security may decline and thus 
leave the bank without sufficient protection. When 
that happens, the bank requires the borrower to de- 
posit additional security or to have the loan at once 
called. This demand will be made in some form like 
the following: 

Wft (S^miml NitUmal Sank 

Of the City of New York. 

New York, May 1, 1910. 

Mr. John Doe, 
Dear Sir: — 

Please send us about |10,000 additional coUateral 
to our loan of |100,000 dated April 25th, 1910, 
and oblige. 

Yours respectfully. 
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Change in Interest Rate. 

It also is frequently necessary to increase the rate 
of interest charged on a call loan, even when it is 
not desired to have the money repaid. In such case, 
a notification will be sent to the borrower that the 
rate of interest is to be advanced and that if he docS 
not desire to continue the loan at the advanced rate, 
he should make immediate arrangements to settle for 
the amount. 

Manner op Calling a Loan. 

The banks of New York observe certain usages as 
to the time to be allowed borrowers in which to 
repay call loans. These customs have become thor- 
oughly established and give the borrower the ad- 
vantage of a few hours in which to arrange for the 
repayment of his loans. He understands that if 
demand is not made before one o'clock on a given 
day, that the loan is to be continued at least until 
the following day. When repayment of a loan is 
to be demanded, a call will be made in the morning, 
and the borrower is then given until two fifteen in 
the afternoon of the same day in which to make re- 
payment. 

Selung Collateral. 

If, for any reason, a borrower fails to make repay- 
ment for a call loan when demanded, or to furnish the 
added security when it is called for, the bank pro- 
ceeds to secure repayment by selling the bonds or 
other securities which had been deposited with them 
as collateral. This power is always given to the 
banker expressly in the terms of the collateral as note 
or agreement shown by the following form : 
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9 FHILADELPHIA, 101 

ON DBMAND, for Vaine Becefyed, 

promlae to pay to the order of 

; DOLLARS. 

with Interest having deposited as collateral security for the pay- 
ment of this note and of any other liability or liabilities to the 
holder hereof, doe or to become due, or that may be hereafter con- 
tracted, whether direct or contingent, and whether now or bere- 
aftor acquired, the following property, vis: 



with the right on the part of the holder here<tf to repledge the 
securities above mentioned, or to substitute or exchange for the 
same other certificates of like tenor and amount, and also from 
time to time to demand additional collateral security, and upoft 
failure t<^ comply with any such demand this obligatioB shall forth- 
with l>ecome due, with full power and authority to the holder hereof, 
or assigns, in case of such default or of the non-payment of any of 
the liabilities above mentioned at maturity, to sell, assign and 
deliver the whole or any part of such securities, or any sub- 
stitutes therefore or additions thereto, at any brokers* boerd, 
or at public or private sale, at the option of the holder, at any 
time or times thereafter, without advertisement or notice to the 
undersigned, and with the right on the part on the holder hereof 
to become purchaser thereof at such sale or sales, freed and dl8> 
charged of any equity of redemption; and after deducting all 
legal and other costs and expenses of collection, sale and delivery, 
to apply the residue of the proceeds of such sale or sales so 
made, to pay any, either or all of said liabilities, as said holder 
hereof shall deem proper, returning the overplus to the under- 
signed; and the undersigned will still remain liable for any 
amount so unpaid; it being further understood and agreed that 
said Thb Fbont Stribt National Bakk of Philaddlphia shall 
have a like lien upon any and all funds, moneys, balances, stocks, 
bonds, notes and other property at any time in the hands of 
said Bank belonging to the undersigned or any endorser or guar- 
antor hereof, as security for this note and for any and all liability 
or liabilities to said Bank, matured or unmatured, or that may 
be hereafter contracted, whether direct or contingent and whether 
now or hereafter acquired, of the undersigned or any endorser* 
or guarantor hereof ; which Hen shall be enforceable In like manner 
and shall be subject to all the provisions hereinabove and before 
mentioned and set out. 

In the event of an application for the appointment of a 
Receiver for the undersigned or any party hereto, or to the 
making of a general assignment by, or the filing of a petition 
in bankruptcy by or against, the undersigned, or any guarantor 
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or endorser of this note, or any part hereto, or of any other act 
of insolvency of any of said parties, however expressed or Indi- 
cated, all the aforesaid liabilities shall, without notice, at the 
option of the said holder, become immediately due, without 
demand for payment thereof. 

It is further agreed that upon any transfer of this note, the 
said Bank may deliver the said collateral or any part thereof to 
the transferee, who shall thereupon become vested with all the 
powers and rights hereinabove given to the said Bank in respect 
of said note and collateral, and the said Bank shall be thereafter 
forever relieved and fully discharged from any liability or 
responsibility in connection therewith. 

PAYABLE AT 
THE FRONT STREET NATIONAL BANK 
OP PHILADELPHLA. 



C!OLLATERAL LOAN ClERK. 

In loaning money on the security of stocks and 
bonds, it is necessary for the bank to maintain a 
very eflScient organization, usually under the direc- 
tion of a collateral clerk who devotes his whole time 
to this part of the bank's business and follows the 
fluctuations of the market, in order that the loans 
may be properly protected by a fair margin at all 
times. He must see that the bank is protected, must 
call loans when it is deemed necessary, and attend 
to the disposing of the collateral security when the 
bank is obliged to look to the proceeds of such sale 
for the return of the amount loaned. 

Substitution. 

It is also the custom to permit the substitution of 
other stocks and bonds than those originally given as 
security, to suit the convenience of the borrower. Such 
substitutions must be made subject to the approval of 
the collateral loan clerk who sees that the security 
is not impaired by such a change. The accompany- 
ing form illustrates the manner of substituting 
collateral. 
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DEPOSITS AND WITHDRAWALS OP COLLATERALS 

(Eont Exrlimtge NatUmal Vmtk 



Loan of 
SECURITIES DEPOSITED: 



@ 
@ 
@ 
@ 
@ 
@ 



SECURITIES WITHDRAWN: 



@ 
@ 

@ 
@ 



Present Market 
Value 



Total, $ 



PhUadelphia, 



Total, $ 
.... m" 



Warehouse Receipts. 

Another form of collateral security which is ex- 
tensively used for brokers' loans, is the warehouse 
receipt. Such a receipt is really a negotiable cer- 
tificate of deposit of grain or cotton or other com- 
modities deposited in a warehouse under the regu- 
lation of a produce or cotton exchange or of the 
state authorities. These receipts will be accepted 
as security for a loan up to a reasonable margin. 
Since the security is an actual stock of staple goods, 
the bank can readily realize the amount needed to 
settle the loan, in case the borrower should fail to 
pay, by selling the wheat or cotton pledged as col- 
lateral. 
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Life Insubancb As Collateral. 

Still another form of collateral, which is coming 
into more and more use, is the life insurance policy, 
liong ago, life insurance policies were assigned to 
creditors to secure debts which the insured person 
was unable to pay. But such policies were often in 
the common life form, or the older form of endow- 
ment policy, and the creditor might have to keep 
up the premium payments and wait for years before 
getting back his money. 

Cash Surrender Value. 

The bank must have its assets in a form which 
can be quickly turned into cash in case of necessity, 
and for this reason the modem policy with a cash 
surrender value is well suited to use as collateral. 
On such a policy the banker can safely loan an 
amount equal to the cash surrender value at the 
time, inasmuch as the policy amounts to a demand 
certificate upon the insurance company, and if drawn 
on any of the well known companies, there can be 
no question as to its payment. The security is con- 
stantly improving, likewise, as additional premiums 
are paid. In fact, some of the insurance companies 
have made slight modifications in their policies for 
the very purpose of making them more readily avail- 
able as collateral. In assigning a policy for such a 
purpose, it is generally required that the insurance 
company be notified of the fact, on the company's form 
which they furnish for that purpose, and the name of 
the bank with whom it is pledged. 

Bills Receivable. 
''Bills Receivable'' are another form of collat- 
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eral which is sometimes used to secure bank loans, 
although in the larger number of cases such com- 
mercial paper is sold directly to the bank, that is 
discounted*' by it. All these forms of collateral 
may be used for the securing of time loans as well as 
for call or demand loans. 

Endorsement. 

Besides personal and collateral security, there is 
one other important way in which a borrower may 
strengthen his credit and that is by having his prom- 
ise backed up by the promise of some other party. 
Just how much this strengthens his own credit will 
depend entirely upon the standing of this party who 
thus in effect becomes his guarantor. For example, 
a man who is just starting in business in a com- 
munity where he had lived but a short time might 
not be able to secure credit at the banks in his new 
locality very readily. However, it might be that he 
was well acquainted with persons who had lived 
there a considerable time and whose credit was well 
established. In this case he would try to persuade 
one or more of these well known business men to 
endorse his note before he presented it to the bank 
or made an effort to secure a loan from it. We 
have seen that by endorsement the endorser assumes 
responsibility for the payment of the note in case 
the maker should be unable to take it up at maturity. 

Volume op the Bank's Loan. 

Time loans are commonly made for periods of 
thirty, sixty, or ninety days, depending on the needs 
of the borrower. They may be made for a longer 
period, but it is more usual to have them extended 
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or renewed. The question as to the amount of loans 
that will be extended by the bank at a given time, 
the amount of interest which will be charged, the 
nature of the security demanded, and the margin 
which must be maintained, will depend upon the 
general conditions of the money market and the 
particular circumstances of the bank. All questions 
of this sort are settled ultimately upon the discre- 
tion and authority of the directors of the bank and 
they are held responsible for the liabilities incurred. 
But in practice, particularly if the meetings of the 
directors are infrequent, the actual decision is made 
by the president, vice-president, or cashier, but is 
binding upon the directors and will be submitted to 
them for their ratification at the earliest conven- 
ient moment. 

Discounts. 

The technical distinction between loans and dis- 
counts is that in the case of loans a given amount 
of money or credit is advanced to the borrower at 
the time of makjng the loan, and this principal 
amount must later be repaid, together with interest. 
In the case of discount, however, the interest is de- 
ducted in advance, and the customer dbes not receive 
an amount of cash or credit equal to the face of the 
obligation which he exchanges for it, but less than 
that amount by the sum of the interest to be charged. 
In the business of discounts, the bank purchases 
from its custofmers the obligations which it holds 
against other parties for the future payment of money. 

SOUBCB. 

These obligations mostly arise from the system of 
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doing business on credit, and are based on actual 
sales of property. When a merchant or manufacturer 
sells on credit he ordinarily takes the pur- 
chaser's promissory note payable thirty, sixty, or 
ninety days after date. This he turns over to his 
bank by endorsement, and receives in exchange a 
credit account of an amount equal to its discounted 
value. By reason of his endorsement he becomes a 
guarantor of the amount in case the maker of the 
note should fail to pay it at the time of maturity. 
But besides this guaranty, the bank will ordinarily 
examine the obligation somewhat on its own merits, 
to discover the standing of the maker of the note 
and his probable ability to pay promptly at the time 
of maturity. 

Limits of Discounts. 

The larger the demand for money on such 
bills receivable, in proportion to the funds which 
the bank has available for the purpose, the more 
rigid will be their inspection of the items offered to 
them for discount. Preference is, of course, given 
to the bank's customer before the requests of out- 
siders will be accommodated. Likewise, there will 
be a discrimination amongst customers of the bank, 
unless all can be supplied. The bank will endeavor 
first of all to accommodate those whose patronage is 
most valuable to it. The man who maintains a large 
balance and makes relatively infrequent and reason- 
able demands upon his bank for credit will be the 
one who will find it easiest to obtain a loan or dis- 
count when he needs it, whereas the customer whose 
account is generally low and occasionally overdrawn, 
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or whose reqneAts for credit are large and freqxient, 
will find it more diflficult and wiU be given credit 
only upon harder terms or stronger security. 

Credit Department. 

In the larger banks, it is customary to maintain 
separate departments for loans and discounts but in 
the smaller banks, the work is grouped in a single 
department and may even occupy only part of the time 
of a single clerk. A good credit department is one 
of the most essential features about a bank which is 
to be continuously successful, and we will discuss 
some of the features of the work in the following 
chapter. The work of the discount and loan depart- 
ment requires a very close attention to details and 
a good clerical system. Accurate records must be 
kept, not alone of the obligations which the bank 
itself has assumed, of their date of maturity, and the 
like, but also a close watch must be kept of the 
various collateral securities deposited with the bank. 

Offering Book. 

Some banks keep an "offering book*' in which Uiey 
enter the details of all requests which are made for 
credit from the bank. This includes the name of 
the maker, endorsers, time, and other details of the 
offering and these are submitted to the board of 
directors, finance committee, or president, for their 
action. Such as are refused are crossed off, and the 
others are approved by the signing of the names 
or initials of the proper officials. In the smaller 
banks an offering bodk is hardly needed. 

Discount Register. 
A ''discount register" is a book kept for the 
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recording of all discounted paper accepted by the 
bank. This shows a complete record of each item, 
giving a description of the paper, including the names 
of the borrower and endorser, the date at which it 
will become due, the amount of the discount charge, 
and the proceeds. Different banks have their own 
ideas as to the best form and rulings for this dis- 
count reg^ter. On the opposite page is a specimen 
form which has much to commend it. 

BooKKEEPiNO Entries. 

Some banks carry all loans and discounts as sep- 
arate items to the general ledger, but in a bank that 
handles any large amount of business, this adds very 
materially to the bookkeeping work. It is better to 
keep the discount register as the record book of 
original entry, and carry only daily or weekly totals 
to the general journal The total amount of the 
face of the notes is charged to **biUs discounted;'* 
the total discount is credited to discount'* account; 
and the "individual deposit" account and sundry" 
account are credited with the proceeds, in their res- 
pective proportiona 

Loan and Discount Tickler. 

In order to keep a proper watch of the loans and 
discounts, the items are all entered as soon as made, 
in a "tickler." The tickler is simply a memoran- 
dum book, where each note is entered under the date 
on which it becomes due. The form shown on page 
221 is a convenient one. 

The discount department also maintains a discount 
ledger or, as it is sometimes called, a liability ledger. 
By an examination of the accounts as here shown, 




ICAKma OF LOANS AND DISCOUNTS 



219 



llted 








a 

1 








hi 

1 




H 








i 








ers 




Preced 
Numb 












ite of 

Mjount 









Amount 
Paid or 
Renewed 




When 
Paid 




Where 
Payable 




Proceeds 




Discount 




Amount 




When 

Due 




Time 




Date of 
Note 





Digitized by 



Google 



220 



PRACTICE OF BANKING 



the officers of a bank are able to tell what are the 
liabilities of the varioiis customers to the bapk, both 
as borrowers on their own account and aa endorsers 
for others. This is of particular importance in the 
case of National banks, inasmuch as the National 
Bank Act forbids the loaning of an amount greater 
than 10 per cent, of the capital stock of a bank to 
any one individual firm. 

Records op Securitibs Held. 

Besides the books used for the keeping of an ac- 
curate record of the loans themselves, there must 
be such other books as are required to furnish an 
adequate record and check system on the stocks and 
bonds or other securities taken as collateral for the 
bank's loans. The bank must be careful to see that 
all such securities are properly assigned to the bank, 
that interest payments or dividends are properly 
collected and accounted for, that a complete record 
of any substitution is made, and that a receipt is 
obtained from the borrower when the loan is repaid 
and the securities surrendered. Occasionally, as we 
have already mentioned, a bank holds time paper 
as collateral and in such case there should be a 
memorandum of the due dates of all such paper, 
in order that the date of maturity may not be passed 
without presenting such items for payment. In 
such case the endorsers would be released from their 
liability and it would be possible that the bank 
might suffer loss. Such a memorandum is generally 
kept in connection with the note tickler in order 
that all items requiring presentation may be handled 
together. 
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CHAPTER XIV. 



HOW THE BANKER CHOOSES HIS LOANS. 

The whole business of banking centers in the loan 
department. The bank is in business to make a 
profit, and this it can do only if its funds are kept 
profitably employed and earning interest. On the 
one hand, the community demands that it be accom- 
modated with credit by the bank. Only by a liberal 
policy on the part of bankers can the business of a 
town or city flourish and increase. But on the other 
hand both shareholders and depositors, who have in- 
trusted their money to the bank, demand that it shall 
not be lost through too easy a policy toward bor- 
rowers. 

Two Dangers. 

If credit is too closely restricted, there will be no 
profits, because funds lie idle; if credit is too 
greatly expanded, profits will be destroyed through 
the failure of some borrower to repay his obligation. 
The most important single service to be rendeifed 
to a bank by its executive oflScers is that of selecting 
only such loans as will be repaid promptly and with- 
out fail at the time of their maturity. Comparing a 
bank to a mercantile institution, this department of 
discounts and loans is similar to that of the sales 
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department of the mercantile enterprise. The dis- 
count and loan department of the bank is the one 
through which it markets its product. And it needs 
an efficient credit department quite as much as does 
the merchant The bank has credit to sell, and if it 
is to succeed, it must find a safe and adequate market 
for its product. 

What Makes a Good Loan. 

The question then arises constantly as to what 
makes a good loan, and under what circumstances 
credit can safely be given. The cashier of a large city 
bank* analyzes credit by saying it is based on char- 
acter, capacity, capital and collateral. He discusses 
these four points as follows: 

**If the borrower have character, but lack capacity, 
capital or collateral, you will hardly loan him, for 
honesty of purpose will not pay the dull, lethargic 
man's debts. 

Characteb the Foundation. 

**If the borrower have capacity, but lack character, 
he may get away with all the assets over night. 
There are many concerns, however, which will chance 
much upon character if the customer be thought to 
possess capacity, but it always has been and will be 
— ^a gamble. 

Capacity. 

''It is reasoned in granting credit to this class 
that the credit is kept within a limited amount; that 
the man is quite sure to make money due to his 

•WUliam Post, Cashier, The Oentnl NaUonal Bank of PhUadelphla. 
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ability, and that as a matter of policy he will pay 
his account. It turns out safely in a large percentage 
of instances, but the easy-going credit man should 
remember that it may be a part of this customer's 
policy to pay promptly many accounts until he finds 
you off guard, and then rob you. If strong, adverse 
currents set in, or if the customer has been able to 
run up an unusually full line of credit, he may 
adroitly and successfully hide away all the quick 
assets. At this point his capacity will be in evidence. 
He will perform the trick so neatly tiiat the door to 
prosecution will not only be dosed, but the remnant 
of assets in sight will be so small that not even the 
buzzard concerns which hang upon the flanks of a 
distressed business community will think it worth 
while to go after the fragments. 

Capftau 

**If the borrower have capital without character 
or capacity, and you grant him credit, he may join you 
very early in wishing that his capital had been tied up 
in a * spendthrift trust.' Men of this type have been 
found in the bread line. 

Collateral. 

''If the borrower offer collateral but be without 
character, you may discover that the security has been 
stolen, over-issued, raised in amount or 'laundered' 
in the market. 

"If the borrower have character and capacity, you 
have a combination which will more than likely win 
out, one which will magnetically draw either capital 
or collateral, or both. We think there is hardly a 
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line of trade in which, if character and tried capacity- 
can be brought together, credit cannot be obtained 
for a start or capital attracted to the venture. 

'*At almost all times there are men with funds to 
invest, who are looking for character and capacity, 
to which they may unite their capital for a return 
to both interests. The problem of finding this dual 
combination is discussed daily among men of affairs. 
It comes up in the counting-room, in the factory, in 
the sales department, in the buying department, in 
the board-room of great corporations, and at the 
club. 

*'If the credit man be certain of both character 
and capacity in an established business, he will need 
to give but a passing notice to. the statement, for 
with character behind the schedule it will have been 
made up honestly, and with capacity behind it the 
man did not deceive either himself or you. It means 
that the statement speaks conservatism, and that he 
has both technical ability and ability to finance. 
The sales made in this country in the course of 
a year upon character and capacity, with capital a 
minor factor, would run into the hundreds of millions 
of dollars, and the percentage of loss entailed under 
good credit management has been very low. 

For Example. 

Manufacturing druggists will have twenty-five 
thousand accounts upon their books, and a very con- 
siderable proportion of these will be small stores or 
physicians scattered from Maine to Texas, sold upon 
character and capacity, and if carefully checked up 
the losses will be small. Department stores will lose 
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millions annually to those who check up as having 
character and capacity, and the losses are not large, 
due to good credit management. Many other lines 
are handled successfully in the same way. 

**Some of your friends will tell you that a lot of 
these people are honest because 'honesty is the best 
policy.' Possibly you will prefer to agree with us 
in the conviction that the greater number are honest 
from principle — they would owe no man. 

**No finer tribute to the character and capacity of 
the American business man can be noted here than to 
point to the closing months of 1907 and the period of 
shrinking values and lesser business following that 
time, with its comparatively few large failures. 

Some Factors More Needed Than Others. 

**If in determining the credit risk you have char- 
acter, capacity and capital, you have a winning group. 

**If to these three factors collateral be added, your 
loan should be impregnable. 

**If the risk contain capacity and capital, with 
character left out, you have a very strong but dan- 
gerous combination, provided the tide sets in against 
the purchaser or borrower. 

**If the risk contain character and capital, with 
capacity or brains out of it, that means a dull, shift- 
less management, and you can afford to keep your eye 
upon it : the signs will indicate incompetency or a dry 
rot. Some would urge that this combination should 
win out. Not SO; bad management will eat big holes 
in capital, and a strictly honest man, dull of brains 
and conception, can drop his capital at a pace you 
cannot keep up with. Other houses in the same line 
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of trade, with alert modem methods, will be cutting 
the ground from under him/' 

How To Find Out. 

Circumstances differ very widely, of course, in 
different parts of the country, but these four prin- 
ciples are the basis of credit everywhere. We have 
seen in the last chapter how the value of collateral 
security is determined upon. It is a matter that 
requires constant watchfulness and close attention 
to detail, but is based on market quotations to a 
large extent, and very little a matter of discretion. 
Character is a question which must be decided upon 
by the individual bank authorities, in the light of 
such information as they are able to get hold of. 
Clearly it will be largely personal in its nature, and 
the weight which is given to this element will vary 
according to the ideas of individual bankers. Ca- 
pacity, likewise, is a matter of individual judgment 
except in so far as it rests upon an actual producing 
plant. On this and the question of capital rests the 
real burden of such scientific investigation as can 
be made of the basis of the borrower's claim to 
credit accommodation. 

The Borrower's Statement. 

This last matter is one which has been receiving a 
great deal more attention during the last ten or fif- 
teen years by bankers all over the country, and 
through the activities of the American Bankers Asso- 
ciation and the various state associations, standard 
forms have been devised for the securing of state- 
ments of the condition of borrowers. Such a state- 
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ment is aimed to show the financial strength of the 
borrower just as a balance sheet does in the case of 
corporations. On one side appears the assets of the 
borrower and on the other his liabilities. Assets 
consist of plant and equipment, merchandise, cash on 
hand, accounts receivable, book or open accounts, 
and possibly other sundry items such as treasury 
stock or the like. Liabilities consist of bills pay- 
able, including perhaps notes and bank loans out- 
standing, liability on capital stock, if the concern 
is incorporated, mortgages, bonds and, in some cases, 
a surplus account. By comparison of these two 
schedules, if they are honestly made, the banker can 
determine the net worth of the borrower. 

The Items Covered. 

To illustrate the method of analyzing a borrower's 
statement of his financial condition, we will notice the 
details as sho\vn in the following specimen : 

Assets. Liabilities. 
Cash. Bills Payable. 

Merchandise — Manufactured. Open Accounts — Salaries — 
Merchandise — Raw Material. Rent, etc. 
Bills Receivable. Dividends unpaid — Undi- 

Open Accounts. vided Profits. 

Plant. Stocks. 
Machinery and Equipment. Bonds. 
Furniture and Fixtures. Mortgages. 
Interest and Real Estate. Depreciation. 
Treasury Stock. Net Worth. 

Good Will — ^Franchises. Miscellaneous or Sundries. 

Miscellaneous. 

Net earnings or diyldend record. 
Ratio of quick assets to debts. 

The above cannot be regarded as a typical statement 
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and therefore we have omitted figures. It is rather 
intended to show all the items which may appear on 
such a statement The ordinary report, is much 
shorter, particularly if the business is run as a pri- 
vate concern or as a partnership and not as an incor- 
porated company. 



he first item in the assets column, **Cash,'' is 
relatively simple. It may be either in the form of 
cash on hand or cash in bank. A large amount of 
cash on hand is generally not regarded as the best 
sort of quick assets inasmuch as it would be very 
easy for the borrower to get such funds out of 
reach in case he became insolvent, and was not too 
scrupulous. Such an item cannot be verified. Cash 
in bank can sometimes be verified, though not always. 
If the proposed borrower maintains an account at 
the bank from which he is requesting a loan, his ac- 
count can be readily looked up, but he may have 
accounts in other banks in the same place or in other 
places, and the figures for these accounts must be 
accepted as he gives them, in many cases. 

Proper Amount. 

How large this cash item should be, will vary largely 
with the nature of the business in which the 
borrower is engaged. The credit man should use 
his own best judgment, generally supplemented 
by the opinion of others engaged in the same 
line of business, if he can get hold of them. Busi- 
ness conditions and the time of the year are likely 
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also to affect this item, since in some lines of business 
there is a very wide seasonal fluctuation, and the 
merchant or manufacturer may be almost without 
cash in certain months and have a very large amount 
of it at some other time, when payments are made. 

Merchandise An Important Item. 

The second item is one which should be very care- 
fully examined by the banker or credit man and 
will naturally have considerable weight with him 
in making up his estimate of the borrower's financial 
condition. In deciding how much credit it ia safe 
to pxtend, he will base his judgment on the relation 
of quick assets to the debts which they must settle. 
Now it is a very diflScult matter to properly place 
this item of merchandise among quick assets. It will 
be noticed that we have made a division of the mer- 
chandise account into two items to cover both raw 
material and finished products. Raw material, in a 
large number of cases, will not be a sort of mer- 
chandise which can be marketed readily in case of 
emergency. What is raw material for one manu- 
facturer may be really a half -finished product, which 
is almost or quite useless for any other purpose than 
that of this particular manufacturer, and therefore 
not a form of goods which could be disposed of quick- 
ly or at a price commensurate with the purchase price. 
On the other hand, even manufactured articles ready 
for the market will differ very widely in this par- 
ticular of ready salability. If the article is a staple 
commodity, it may be that it is fair to enter this 
item as a quick asset at its regular sale price, but 
if it is a highly specialized product its market will 
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be comparatively narrow and a forced sale would 
almost invariably bring only a relatively small return. 

New Stocks or Old. 

Another point which must be noted here is as to 
whether the stocks of goods entered here are what may 
be called **live stocks" or **dead stocks." It is not in- 
frequent to find rather large amounts of a merchant's 
inventory covered by stocks of goods which he is 
carrying along from season to season or year to year, 
and yet which have become so hopelessly old as to be 
almost valueless in case of a forced sale. A cautious 
credit man will make a very careful analysis of mer- 
chandise items, both from such information as the 
borrower himself will give and as he can gather from 
aU other available sources. 

Open Accounts. 

The next two items Bills Receivable" and **Open 
Accounts" are often grouped together on many a bor- 
rower's statement, but in order to get a really ac- 
curate impression of the concern's affairs these should 
be separated. Open accounts may mean considerably 
different things in different companies. In a concern 
which is spread over a large area and represented by 
agents in different localities, these open accounts may 
be in the form of money due from agents. In general, 
however, they represent, of course, book accounts and 
the credit man should examine to see whether bad 
debts are being carried along on the books as open 
accounts when, as a matter of fact, they properly 
should be entirely charged off. As a general pro- 
position open accounts cannot be regarded as a very 
quick asset 
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Bills Receivable. 

Bills Receivable, on the other hand, represent 
accounts covered by the promissory noted of bor- 
rowers, and these should be discountable in case 
of a forced liquidation. If the item is very large it 
may reasonably raise the question as to the standing 
.of the borrower with banks. One is inclined to won- 
der why, if his credit is good, he has been unable 
to have these bills receivable discounted and thus 
secure the funds which he needs. It is likewise pos- 
sible for an unscrupulous business man to pad this 
item with dead accounts, which are carried along 
and renewed from time to time, perhaps adding inter- 
est but could not possibly be classed as quick assets 
and probably could not be collected at all. 

Plant. 

The next item is one which can readily be veri- 
fied by the bank officials, since titles to real estate 
are matters of public record, and it can be readily 
ascertained whether the firm actually owns the prop- 
erty which has been scheduled, and whether it is un- 
encumbered. The question of valuation at which it 
is put in will be a matter of opinion, but real estate 
men or other property holders in the same vicinity 
can almost always be found who will furnish infor- 
mation on that point. 

Machineby and Equipment. 

The credit man must likewise rely on others to 
quite an extent to verify the valuation which is 
scheduled for machinery and fixtures. Like the 
building in which the business is carried on, this 
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item should be written down from time to time as 
the property becomes old and worn out, unless an 
adequate depreciation account is maintained and 
scheduled on the liability side. Even comparatively 
new machinery may become practically valueless in 
a short time by reason of new improvements or 
changing conditions, and this item, therefore, needs 
the closest scrutiny. 

Furniture and Fixtures. 

The item Furniture and Fixtures'* is one which 
can readily be swelled out of its proper proportions. 
Such property will bring next to nothing in the case 
of a forced sale and in a large majority of cases it 
is much better to write it off entirely within a period 
of perhaps two or three years of its purchase. 
Another item which may very properly be stricken 
out of many a borrower's statement is that covering 

Interest in Real Estate.'* Such an item is likely 
in many cases to be of the most intangible sort, which 
cannot be counted on at all definitely for the furnish- 
ing of funds of any definite amount or at any definite 
time. Some borrowers will try to inject here a 
large item covering the proceeds which they hope to 
realize as their share in the division of property at 
some future date, upon the death of a relative. The 
facts in regard to this item can ordinarily be got 
from the borrower himself and the attempt to drag 
in any doubtful values here is likely to have the 
effect of weakening his statement instead of im- 
proving his credit rating. 

In the case of an incorporated company the appear- 
ance of Treasury Stock'* as an item of its assets is 
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likely to raise the question as to why they have been 
unable to sell such authorized stock issues. It is 
certainly not calculated to create an impression of 
great financial strength. 

Good Will. 

**Good Will" is an asset of undoubted value, but 
not one which can properly occupy any very large 
place in the borrower's statement. In case his business 
continues and is prosperous and he were to sell it out 
to some person or firm who wish to continue the same 
line, it might be that such an item would be the most 
valuable of his assets and he could obtain for it a 
sum as large as that at which he has scheduled it in 
his statement, but the banker is thinking of the 
possibilities of realizing on the assets in case of in- 
solvency or inability to meet his obligations, and 
under those circumstances good will would not be a 
salable commodity. Likewise if an item called 
"Franchises" appears on the borrower's statement 
it is well to examine closely the exact nature of these 
franchises, as to whether they are revenue-producing 
at the time or can be disposed of in case of need, 
for a cash consideration. 

Blanket Items. 

The item Miscellaneous" on a borrower's state- 
ment means absolutely nothing until it has been 
thoroughly thrashed out to ascertain just what it is 
supposed to cover. It is likely to create one or two 
impressions: first that the borrower is trying to drag 
in questionable assets and pad his statement, or 
second, that he is rather careless in his method of 
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keeping accounts or poorly informed as to his own 
precise standing. 

LlABIUTIES. 

On the liabilities side, we sometimes find all the 
bills owing by the company classified under one head, 
but is it rather better to analyze them into Bills 
Payable*' and **Open Accounts" where this can be 
done. The amount owing on these two items will re- 
ceive immediate and careful attention by the person to 
whom the statement is handed, because it is the ratio of 
these liabilities to the quick assets that determines the 
real commercial standing of the borrower. There 
can be no hard and fast rule laid down as to what this 
ratio should be put perhaps one dollar of indebted- 
ness to one dollar and a half of quick assets is as near 
an average as could be suggested. It will depend, of 
course, on the peculiar conditions of the business it- 
self, the local money market, the borrower's reputa- 
tion for honesty and ability, and a large number of 
other matters. 

Bn.LS Payable. 

If Bills Payable*' is a large item, it seems to in- 
dicate that the concern has been obliged to buy its 
machinery or materials on credit and has thus not been 
able to avail itself of cash discount. Likewise if the 
open accounts are large it may be well to investigate 
what points they cover, such as salaries to ofiicers 
or employees. If the Bills Payable" appears as 
even dollars, it may raise the suspicion that the 
figures given are approximate rather than actual. 
The bank will also be likely to examine as carefully 
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as possible to ascertain how many banks and note 
brokers the borrower has already persuaded to extend 
him credit. If he has been obliged to go to half a 
dozen, instead of securing the whole line from a single 
source, it seems to indicate that he has not been able 
to inspire any great amount of confidence among 
lenders. 

Funded Debt. 

Stocks and Bonds" are items which are readily 
verified, and are significant as showing in some cases 
that a company is so loaded up with fixed chaises that 
its prospect of meeting any other obligations is entirely 
wiped out. The mortgage schedule, as we have men- 
tioned in connection with the assets, is one which can 
easily be verified, and this should certainly be done. 
This is for two purposes, first to find out whether or 
not any such mortgage has been omitted, and second 
to make sure just what it covers, if there is an en- 
cumbrance. If it covers merchandise, the quick assets 
will be to that extent diminished in value; and if it 
includes also the bills receivable and similar assets, 
the proposed loan is no place for a bank to put its 
money. 

Depreciation. 

A Depreciation Account" is characteristic of in- 
corporated enterprises, and if it does not appear, it 
should be made certain that the valuation of the plant 
and equipment is being cut down each year enough 
to fully cover this shrinkage. 

Net Worth. 

Just what **Net Worth" means depends upon the 
ideas of the man making the statement. In some cases 
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it represents all that the prx)prietor has invested in the 
business, and his liabilities may show only two items 
— bills payable and net worth. An attempt should 
always be made to discover exactly what the term is 
intended to cover, in every case. Likewise, if there 
is an entry called Miscellaneous" or Sundries," it 
should be thoroughly thrashed out and not allowed 
to cover up the facts. 

Insurance. 

In connection with the borrower's statement, the 
amount of insurance carried should be carefully 
noticed. If it is too large for the amount of the risk, 
it is likely to excite suspicion, whereas if it is notice- 
ably small, the lender is sure to feel that he is not 
properly protected. 

Getting the Statement. 

It is perhaps in order to add a word as to the ways 
of obtaining statements from borrowers, and of the 
use to be made of them. All that can be done by the 
bank is to ask for the statement. It may be that the 
borrower dislikes to give it. This may be from a mere 
natural reticence as to his own private affairs, but 
since he understands that it is to be regarded as con- 
fidential, there is no real reason for him to persistently 
hold back, unless he knows that the showing would be 
unfavorable. If a man hangs back and promises to 
send in his statement, and fails again and again to 
do so, the bank may very properly feel that his 
patronage is not to be desired, and may break off re- 
lations. It may be, on the other hand, that the party 
is a business man of the utmost honesty and sincerity 
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but of the old school of business, who regards the 
statement as a distasteful innoyation. If the matter 
is rightly presented to him, he is sure to see the point, 
and realize that it is for his own interest as well as 
for the protection of the banker. 

Benefit to Both Parties. 

In fact such a statement may be of the greatest 
benefit to a business man, because it will make him 
really take a full, fair view of his own situation and 
financial standing. He may have been deceiving him- 
self and keeping himself up on false hopes, but after 
he has gone over his statement in detail with the 
banker and been called upon to justify and fortify 
every claim he has made, he is pretty sure to have an 
idea of the matter which has been scaled down to the 
actual facts. 

Signing Statements. 

It is best, if possible, to have the signature 
of the borrower attached to the statement, since 
it is then easier to hold him liable in case the 
banker suffers loss through loaning him money on 
the strength of a statement which is fake. In New 
York State there is a law which makes it a criminal 
offence to give such a false statement for the sake of 
making a loan, but in most States it is still necessary 
to rely on the old laws which cover cases of obtaining 
money under false pretenses. 

Statements Must Be Verified. 

In any event, the statement furnishes only the fig- 
ures to be used as the basis of a final judgment. This 
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final judgment, as we have seen, gives a considerable 
play to personal opinion and requires a considerable 
familiarity, not alone with general business and finan- 
cial conditions, but a wide acquaintance with the 
peculiar usages and conditions of the various trades 
and kinds of business. "When the banker or credit 
man of the bank gets the borrower's statement, he 
must thoroughly thrash it out. He may properly be- 
gin by going over the statement thoroughly, point by 
point, with the maker of it, questioning him, and per- 
haps causing him to somewhat modify his statements 
and ideas. The next step may be well to get the 
opinion of others interested in, or familiar with, the 
same line of business, but without, of course, divulg- 
ing the exact names or figures and purposes for which 
their advice is asked. 

Good Credit Department Needed. 

A good credit department will perfect a system 
for tabulating all the information that it is en- 
abled to pick up from time to time with regard 
to borrowers. In the case of regular customers of 
the bank who, in the course of their business, come 
to it more or less frequently, the bank will be in pos- 
session, after a time, of a series of statements showing 
the progress or changes in their business. In such a 
case, it may be well for the borrower to simply make 
such statements at regular intervals, annually or 
semi-annually, for example. These should be com- 
pared with one another in order to get a proper idea 
of the customer's rating. By this comparison it can 
be seen whether proper allowances are being made for 
depreciation of property, whether outstanding obli- 
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gations are increasing or diminishing, and various 
other matters affecting his standing. 

Co-operation Between Banes. 

A considerable amount of information can often 
be gained from the ratings given business men by the 
mercantile €igencies, but these in themselves are in- 
suflScient for the purposes of the banker. Their value 
is in the history of the person inquired about. There is 
more and more of a feeling that the credit depart- 
ment is the most vital and important part of the 
bank's equipment and that credit must be reduced, 
so far as possible, to an accurate and scientific basis. 
There is growing up a feeling of co-operation among 
banks and they are becoming more willing to furnish 
each other with such information as they themselves 
are able to gain. This is often of the greatest value, 
inasmuch as a customer who is carrying only a reason- 
able amount of credit with a given bank may be 
greatly overstraining his credit by attempting to 
carry as large an amount with several other institu- 
tions. It is of great importance that each one of these 
banks should know of his relation with all the others. 
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BANK RESERVES. 



As bank loans and discounts increase, deposits in- 
crease also, because most of these loans are extended 
in the form of deposit accounts rather than as cash 
advances. But each dollar of deposit account placed 
to the customer's credit means that the bank is 
pledged to pay a dollar out over its counter whenever 
the holder of that deposit account sees fit to demand 
it by drawing a check upon the bank. The banker is 
anxious, on the one hand, to loan out the concern's 
funds as fully as possible, because only in this way 
can he make money and pay a dividend to the stock- 
holders. But, on the other hand, the bank's prosperity 
also depends upon its maintaining itself in a position . 
to meet promptly all claims made upon it by de- 
positors. To do this, it must hold proper reserves 
against its deposits. This question of proper reserves 
is one of the most difficult and important which the 
banker encounters. 

Need For Reserve. 

As we know, depositors might demand every dollar 
of their accounts at any time and the bank must in 
that case pay them or become insolvent. But its offi- 
cers know that the customers will not make such a 
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sudden demand, and that if the bank maintains a 
good reputation for soundness, the current demands 
will be but a small percentage of the total deposits. 
Instead of demanding payment from the bank, busi- 
ness men will simply exchange rights to such pay- 
ment amongst themselves in the form of checks, that 
is — ** deposit currency.'' The ordinary business man, 
when he receives a check, does not have it cashed at 
the bank, but instead deposits it to his own account 
and makes his own purchases by drawing checks 
against his account. But, on the other hand, the 
banker will be called upon, from day to day, to pay 
'checks to a larger or smaller amount, and sound busi- 
ness policy dictates that he diall have a fund in ex- 
cess of any probable need. 

Reserves op National Banes. 

So important is the question of reserves that flie 
National Banking Act and the various State banking 
laws have deemed it advisable to regulate the matter 
to the extent of prescribing the minimum amount of 
cash reserves which a bank shall be required to hold 
against its deposit accounts. The provisions of the 
National Bank Act require different minimum 
reserves in the case of each of the three classes of 
National banks, namely: country banks, reserve city 
banks, and central reserve city banks. 

Three Classes. 

The central reserve cities are Chicago, New York, 
and St. Louis. The reserve cities are much more 
numerous, and include all the large cities of the 
country, such as Boston, Philadelphia, New Orleans, 




BANK BESEBVES 



243 



San Francisco, Denver, Minneapolis, and about thirty; 
others haying a population of at least 25,000 people. 
Country banks are those located in all the other 
smaller cities and towns throughout the country. The 
provisions of the National Bank Act as to reserve 
cities and central reserve cities are that National 
banks in these cities shall at all times have on hand, 
in lawful money of the United States, an amount 
equal to twenty-five per cent, of their total deposits, 
and that country banks shall maintain a reserve of 
at least fifteen per cent, of their net deposits. Of this 
fifteen per cent., in the case of country banks, they 
are required to keep only six per cent, in their own 
vaults in lawful money, and the remaining three- 
fifths may consist of funds which they have on deposit 
with any National bank in a reserve city, which has 
been authorized by the Comptroller of the Currency 
to act as their reserve agent. Any funds on deposit 
with the treasury as a five per cent, redemption fund 
for their notes may be counted as part of the reserve 
of six per cent, which the bank must retain in its own 
hands. 

Resebve City Banks. 

Reserve city banks are required to keep one-half of 
their required twenty-five per cent, reserve and may 
deposit the other one-half or twelve and. one-half 
per cent, of net deposits with an approved reserve 
agent in one of the central reserve cities, and may 
count their five per cent, note redemption fund as a 
part of the reserve which they are required to keep in 
their own vaults. Central reserve cities must keep the 
whole of their twenty-five per cent, reserve in their 
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own hands, except that they too may count their five 
per cent, redemption fund as lawful money on hand. 
The form as furnished by the Comptroller of the Cur- 
rency for computing legal reserves is shown by insert 
244A. 

Protectino the Reserve. 

In order to carry out this provision as to reserves, 
it is provided that no National bank may ''increase 
its liabilities by making any new loans or discounts" 
while the reserve is below the legal percentage, except 
by buying sight bills of exchange. Neither shall it, 
under such circumstances, declare a dividend to its 
stockholders until the reserve has been restored to the 
proper level. In case the bank fails to restore its 
reserve to the proper amount within thirty days, the 
Comptroller of the Currency is authorized with the 
approval of the Secretary of the Treasury to put such 
a bank in the hands of a receiver and wind up its 
affairs. 

Actual Reserves Fluctuate. 

As a matter of actual fact there has been a 
tendency by National banks to keep in their reserve 
fund National bank notes as well as lawful money, 
namely, coin, treasury certificates and legal tender 
notes. But, on the other hand, the banker's business 
judgment will often dictate that he keep on hand an 
actual reserve larger than the required legal reserve, 
at least during those parts of the year in which he 
has learned to expect an especiaUy heavy seasonal 
demand. Thus the report of the Comptroller of the 
Currency for 1909 shows that on the dates of the five 
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reports made in the course oi the year by National 
banks, the actual available reserves showed the fol- 
lowing percentages: 

AVAILABLE RESERVE OF NATIONAL BANKS 1909. 

Percentages of Deposits. 

Central Reserve City Banks.. 25.98 25.73 25.76 26.82 25.44 

Reserve City Banks 30.76 31.94 30.73 30.15 29.05 

Country Banks 26.04 26.57 25.92 25.09 24.58 

Country Banks Keep Above Their Legal Eequire- 

MENTS. 

It will be noticed here that the country banks, for 
whom the legal reserve as required by the act is only 
fifteen per cent., are the ones which keep the most 
above that minimum. This is probably due to a large 
extent to the fact that they find from experience that 
country patrons have more of a tendency to present 
checks for payment in cash rather than utilizing 
the credit system as fully as do business men in the 
reserve cities. 

State Regulation. 

State banks have the amount of their reserves pre- 
scribed by the State laws under which they are regu- 
lated, and the required reserve is generally fifteen per 
cent. It has always been a rather sore point with 
bankers, particularly those under the national system, 
that trust companies ordinarily are not required to 
keep any legal reserve, but have the whole question 
left to their own discretion. In practice many of 
them do operate on a very small reserve, even less 
than five per cent, in many cases, and rely for any 
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unexpected demand on funds which tiiey keep on 
deposit with other banks. 

Secondary Reserve. 

But besides his cash reserve, the banker must look 
to other sources to meet possible demands for cash. 
In determining whether he will keep a cash reserve 
greater than that prescribed by the law, there are 
several factors which he must take into consideration. 
First, he must determine as accurately as he can from 
his past experience and familiarity with the class of 
patrons with whom he is dealing, just what will be the 
probable demand upon his bank from day to day for 
cash. Besides his cash reserve, he will arrange to 
have a secondary reserve with which to meet these 
demands. 

Cash Deposits and Proceeds op Maturing Paper. 

In addition to current withdrawals, there wiU 
be current new deposits of cash which will be a 
partial offset and — in addition to this — ^the short-time 
paper which the banker is purchasing through his 
department of loans and discounts will ordinarily 
furnish a fairly regular stream of funds which will 
come into the bank as these short-time obligations 
mature. Some of the bank's loans also are in the 
form of call or demand obligations and in case the 
cash reserve is subjected to heavy withdrawals and is 
not sufficiently increased by deposits of cash, or 
through the repa3nnent of time loans, the banker can 
call in his demand obligations. As a matter of fact, 
however, the cash proceeds of such a step are not 
likely to be very large. The banker^ to be sure, has 
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reduced his liabilities to the extent of these recalled 
loans and has, therefore, prevented the possibility of 
having his cash reserve further decreased by checks 
drawn against these loan accounts. But in order to 
actually build up a cash reserve at such a time the 
banker should have on hand a certain amount of quick 
assets which can be readily disposed of without 
sacrifice, for cash. For this purpose of a secondary 
reserve nothing is so well adapted as first class bonds. 

Bonds as Secondary Reserve. 

The bond department of banks is steadily increas- 
ing in importance, as bankers are realizing more and 
more the value of such fir^ class security for the pur- 
pose of increasing their stability at times when un- 
expected heavy demands are made upon them and it 
becomes necessary that they realize quickly upon 
certain of their assets. A particular advantage pos- 
sessed by bonds in this connection is that first class 
bonds can be disposed of in times of depression at a 
relatively higher price than any other class of assets. 

Always a Market. 

At such a time security is the most important con- 
sideration with investors, and a high class bond is the 
most secure form of investment. In times of depres- 
sion the value of merchandise decreases rapidly, real 
estate becomes unsalable and the prices of stocks drop 
very rapidly, because their earnings decrease or 
entirely disappear. But at such a time, the interest 
pa3rments on bonds must be kept up before any other 
obligations are met, and the holders of the bond obli- 
gation of a railroad or other incorporated company 
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are the creditors who stand in the first poeition of 
preference. For this reason the demand of investors 
shifts strongly toward bonds in times of depression 
and, relatively speaking, they are the most readily 
salable assets which a bank can rely on at times of 
special need. 

Bonds Must Be High Grade. 

For the purpose of a secondary reserve, govern- 
ment bonds may well be held as part of the bank's in- 
vestments, but the demand for United States bonds to 
be used as security for note issues so nearly exhausts 
the supply that the premium which must be paid for 
such bonds reduces all chance of profit to a minimunL 
Bonds of States and cities may be added to govern- 
ment bonds, and the remainder is then made up of the 
securities of railroads and the highest grade of in- 
dustrials. In order to ascertain just what is the 
standing and earning power of the company whose 
bonds it is proposed to buy, the bank, if it be a large 
institution, will employ a trained investment manager 
to investigate. 

AVoRK OP THE Bond Department. 

The bond department is to the bank^s long-time 
investments just what the credit department is to 
its work of making loans and discounts. On its 
reports will be determined the price which the bank 
will feel justified in paying for a given security. 
The manager of this department will keep strictly 
up-to-date and familiar with all new issues, in order 
that the bank may be able to keep its funds earning 
the largest possible return. It may be that from time 
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to time new bond issues will appear which are offered 
at a lower price than that of securities now held, due 
not to the fact that the bond is not good but because 
the company is' not so well known. The bond depart- 
ment may be able to satisfy itself that such securities 
are sound and can then dispose of those already on 
hand at a higher valuation and put the proceeds into 
the new issue, and still show a certain margin of 
profit. Thus the bank gets the maximum return from 
its invested capital while at the same time giving its 
depositors the most ample protection through this 
secondary reserve of quickly salable bonds. 
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COLLECTION DEPARTMENT. 

The work of the collection department of a bank is 
one which is very important in the case of a large city 
institution. It is purely clerical in its nature, but if 
well organized on efl&cient principles it contributes 
much to the smooth and successful working of the 
bank. The items handled by the collection department 
may be classified under two heads with regard to the 
place where they are to be collected. First, there are 
city collections and second there are out of town or 
"foreign*' collections. As to time they may also be 
classified into time and demand items. In some banks 
the collection department is divided and all time items 
are put in the hands of a separate clerk, called the 
**Note Teller/' and in very large banks "transit 
dep't.'' 

Collections Fob Others Than Patrons. 

Collections may further be divided into those 
which are made for depositors of the bank, those 
which are made for correspondent banks and those 
which are made for outsiders. Most banks are 
rather unwilling to take collection items for other 
than their own customers, but can hardly refuse to do 
so, although they may discourage the practice by 
charging outsiders a high rate of exchange. The items 
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which they take from their customers for collection 
may be handled in one of two ways. In case there is 
little or no question as to the payment of the claim 
when presented, they may credit the proceeds at once 
to the customer's account, but more often it is taken 
simply for collection and is entered in another part of 
the customer's pass book and not along with other 
deposits. Where a customer is presenting a large 
number of collections, the bank may find it convenient 
to open a separate pass book for these items. 

Pass Book and Begister. 

When the customer presents notes or drafts to the 
collection teller they are entered in his collection pass 
book or the collection record in his regular pass book. 
The clerk then takes the note or draft, enters it in his 
collection register and files it away in his wallet or 
card index under the date on which it falls due. In 
case it chances that this is a demand draft or a note 
due upon the date on which it was presented, or the 
following day, he proceeds at once to have this 
presented for collection through a runner of the bank, 
in case they are city items, or through a correspondent 
bank in case they are foreign items. The headings 
of the collection register are shown on page 252. 

Another Method. 

In the case of city collections it is not necessary to 
fill in items for ''Where Payable" or ''To Whom 
Sent" and many large city banks keep separate 
registers for the two departments, city and foreign 
collections. In case the business is very large the 
bank may find a register such as we have illustrated 
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too clumfiiy for their purposes and may, therefore, use 
a shorter form and supplement it by a card index 
system. The register may have only four columns, 
covering date, where payable, when due, and amount, 
and the card may be in a form like thp following: 

To Petertburg,Va.f Ut National 4-26- 19 10 
Payer W, C. Randolph $1,000,00 
Where Payable Petertburgy Va, 
Date 4'96-1910 Time 3 days Due 
Depositor No Protest 

Harritburg, Pa, Date Credited or Returned 
No 69,676 April 28, 1910 

First National 

Date 



** Foreign" Collections. 

If this collection was promptly paid the bank which 
had taken it for collection would strike off the word 
** Returned" on the card above as soon as they re- 
ceived notice that it had been paid and would enter 
the date below to show when the proceeds had been 
credited. The card would then be turned over for 
entry at the general ledger desk. In this way 
the proper credits would be allowed to the de- 
positor who left the item for collection and the 
proper charge made against the bank which had 
received the money. In a large bank, where general 
ledger and individual ledger desks are separate, a 
charge and credit slip covering the account will be 
sent from the general ledger desk to the individual 
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ledger desk in order that the proper entries may be 
made. Slips of different colors are used for different 
charges and credits, such as interest, protest fees, 
expense, etc. This Efystem is illustrated by the fol- 
lowing slips: 



front M^ttttt l^attonal ^anh 

Philadelphia, AprU Idth, 1910 

CHARGE Commercial National Bank, New York 

Interest on Loan $10,000 

Due April 16th, 1910 $50. 

CREDIT Interest a/c J, B. Smith 

AmL Cashier 



front 4^treet l^attonal ^Anh 

Philadelphia, AprU lat, 1910 

CHARGE Commercial National Bank, $6.00 
PROTEST FEES $6.00 on William Bobinson d Co. 
CREDIT First National, Cooperatown, Pa. 



The Collection Tickler. 

In handling time drafts and notes presented before 
their date of maturity, the collection department 
uses, besides the register, a tickler for the purpose of 
keeping a record of the dates on which these items 
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become due in order that they may be presented 
promptly at their maturity. All items of a given date 
are listed together and filed together in the clerk's 
wallet. On the day on which local items of this sort 
become due, they are turned over to the bank's run- 
ners to be collected the same as other city demand or 
sight obligations. Those for out-of-town banks are 
sent them a suifficient time in advance of their maturity 
so that they may be presented by the correspondent 
bank on the proper day. Where a bank in one city is 
sending quite a number of collections ' at the same 
time to a bank in another city for collection, these 
notes and drafts will be listed up on a separate letter 
form, the original of which is sent to the correspond- 
ent bank and a carbon preserved by the bank sending 
the items. This is known as a ''cash letter." 

Remitting the Proceeds op Collections. 

The amounts collected by the correspondent bank 
may be remitted as soon as collected or such 
credits may be allowed to accumulate for a time and 
be remitted at certain regular intervals. Large city 
banks are more and more making it a point of their 
collection service as correspondents that they remit 
collections immediately upon payment. But whether 
the money is remitted or not, the bank which has made 
the collection should promptly send a letter of advice, 
covering all items received for collection, whether 
paid or unpaid. Those which have been refused should 
be sent back with a letter specifying the reasons for 
which payment was refused. Some banks with a large 
volume of collection business reduce this letter of ad- 
vice to a standard form which contains a list of all 
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the ordinary grounds of refusal, and simply enclose 
this form, after cheeking the particular reason which 
fits the case. Such a form is shown below : 

FIRST NATIONAL BANK. 

Milwaukee, Wis., April 15, 1910. 

Pinned to This is Tour CoUection Unpaid. 

Reason for Non-Payment is Checked Below. 



Payment refused — no reason 

given. 
Amount not correct. 
Wants extension of time. 
Payment refused — reason 

endorsed. 
Claims did not order goods. 
Will remit 
Not due. 
Closed up. 
Not in town. 
Goods returned. 

LiABiuTY OP Endorsers. 



Cannot pay at present. 
Does not owe this. 
Has paid it. 
Party will write. 
Parties cannot be found. 
Presented, notice given but 

no response. 
Never pays drafts. 
Refuses to pay exchange. 
Party will settle with agent 
Goods not satisfactory. 



In this connection we may properly notice the man- 
ner of handling items on which payment has been 
refused and the liability of endorsers. Many items 
when turned over to the bank are endorsed to it, but 
the bank does not care to undertake any responsi- 
bility for these items other than to use due diligence 
in endeavoring to collect them. It has been common, 
therefore, for banks when placing their endorsement 
upon collection items, to make it a restrictive endorse- 
ment by adding the words ''For collection only" or 
some similar form. The New York Clearing House 
has recently abolished restrictive endorsements for 
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all items which are presented to it for collection un- 
less they be guaranteed by the bank presenting them, 
but a large number of such collections are simply 
between banks in different localities and do not pass 
through the Clearing House and on such collection^ 
the restrictive endorsements are still used. 

Protest. 

In the case of collections returned unpaid they 
should be promptly protested and notice sent to en- 
dorsers, in order that they may be held to their re- 
sponsibility in accordance with their endorsement. 
This work of protesting properly devolves upon 
the payee of the note or draft but he may re- 
quest the bank to attend to it for him or may 
use their notary for the purpose. The purpose 
of protesting is simply to make a formal written 
statement, acknowledged by a notary public, as to 
the fact that a note, draft, or similar negotiable 
instrument has been presented and dishonored. 
While not absolutely necessary in regard to domestic 
transactions it is a verj'- wise precaution and makes it 
possible to hold the endorsers after serving notice of 
the protest upon them. The form of protest and 
notice follow: 

atttteti M^ttfi tf 9Lmmta. 

EifD. I 

BE IT KNOWN, That on the day of the date hereof, 
at the request of 

the holder of the original Instrument of 
Writing, of which a true copy is above written, I, th0 
undersigned, a Notary Public for the Commonwealth of 
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Pennsylvania, by lawful authority duly commissioned and 
sworn, residing in the City of Philadelphia during the 
usual hours of husiness for such purposes, presented the 
same at the 

and demanded the payment thereof, which was refused and 
answer made 

Whereupon, I, the said Notary, at the request afore- 
said, HAVE PROTESTED, and do hereby solemnly PRO- 
TEST against all persons and every party concerned there- 
in, whether as Maker, Drawer, Drawee, Acceptor, Payer, 
Endorser, Guarantee, Surety, or otherwise howsoever 
against whom it is proper to protest, for all Exchange, Re- 
exchange, Costs, Damages and Interest, suffered and to be 
suffered for want of payment thereof: — Of which demand 
and refusal I duly notified the Endorsers. 

THVB DONE AND PRX)TE8TED at Philadelphia, Pa., 
f aforesaid, the day of 191 

I certify that I am not a Stockholder, Director 
or Clerk in the Corporation for which I hereby act 
as Notary Public. 

WM. M. TAYLOR, Notary Public. 
Cor. 40th and Sansom Sts^ 
Philadelphia, Pa. 
Commission expires Feb. 5, 1913. 

PhUadelphia, 191 

Mr. William Lindsay. 

At the request of the Holder, 

THE CONTINENTAL NATIONAL BANK, 
I, the undersigned, NOTARY PUBLIC FOR THE COMMON- 
WEALTH OF PENNSYLVANIA, have this day protested 
a note for $600.00, dated May 2nd, 1910, drawn by Thomas 
Gray (the same being due, demanded and refused), and you, 
as endorser, will be looked to for payment, of which you 
hereby have notice. 
Please notify the other parties. 

B. S. LINCOLN, Notary Public, 
Cor. 18th and Sumner Sts., Philadelphia, Pa. 
My commission expires February 6, 1912. 
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CHAPTER XVn. 

DOMESTIC AND FOREIGN EXCHANGE. 

In the natural course of their business, banks, be- 
sides selling credit to their customers or buying 
credit from them, enter into a large number of similar 
dealings with each other. These transactions between 
banks in the same town or city are settled through 
the clearing house for the sake of economy of labor, 
and by this means only relatively small balances 
need be settled in cash. The same result is accom- 
plished as between different cities and sections of the 
country, by the use of domestic exchange, and inter- 
national transactions use foreign exchange in the 
same manner. 

The Personal Draft. . 

The modem business man does not make all his 
purchases in his own city and in most cases his sales 
too are not confined to his neighbors. These purchases 
and sales are settled either by a bank check, draft or 
domestic bill of exchange. The check we are familiar 
with. A bill of exchange or personal draft is 
similar to a check, but has this difference. It is drawn 
by one person upon another instead of being drawn 
upon a bank. When the local merchant has sold a 
bill of goods to a man in another city he may, if they 

9^Q 



Digitized by 



260 



PRACTICE OP BANKING 



have a business understanding to that effect, draw> 
I upon the purchaser for the amount of his bilL This 
^ draft he may make payable either to himself or to 
some third party and it may be payable at sight or 
on demand, like a check, or may be made payable at 
some future date, as perhaps in thirty or sixty days. 

Acceptance. 

Under such circumstances it will be presented as 
soon as possible to the person on whom it is drawn, for 
his ** acceptance." If it is drawn in accordance with 
his agreement with the seller of the goods or for any 
other obligation which he acknowledges as valid, he 
will write the word accepted'' across the face of the 
draft and sign his name below. It thus becomes his 
promise to pay the sum named in the draft at the 
specified time, and is as good as his promissory note. 





Balancing Credits. 

If the particular merchant, of whom we are speak- 
ing, chance to be a western grain dealer, selling 
regularly to a commission house in New York City, 
and was also making frequent purchases in New York 
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from other concerns there, he would settle these pur- 
chases by drafts drawn upon the com "mission firm. 
These drafts would be drawn payable to the order of 
the various parties to whom he owed money and would 
in part, at least, extinguish the indebtedness of the 
commission house to him for grain which he had sent 
them. These other parties named as payees in the 
draft might collect them in person from the firm on 
whom they were drawn — ^the so-called ''drawee," but, 
particularly if they were drawn as time drafts, the 
payees would leave the work of collection to the bank. 

The Bank's Part. 

The acceptance of the drawee having been secured, 
the draft is taken to the bank to be bought or dis- 
counted by the banker exactly like any other bill re- 
ceivable. Its amount will be paid or credited to the 
original payee who by endorsement turned over the 
draft to the bank. At maturity the bank, as owner, 
(jan secure payment from the commission firm on 
whom the draft was drawn. If this concern happens 
also to be a customer of this bank it can merely 
deduct the amount of the draft from his account and 
the whole transaction will be closed without the use of 
cash, by a mere book entry. If it chances that he 
banks elsewhere and the draft is made, as is common, 
payable at a bank it will be settled through the clear- 
ing house. 

Collecting By Draft. 

We will suppose that after drawing against the 
commission house for such amounts as will settle all 
the bills which he owes in New York City the grain 




262 



PRACTICE OP BANKING 



merchant still has a balance due him. He will draw 
a draft for this amount to his own order and since he 
wishes this money paid not in New York City but in 
his own town, he will present it to the bank, which will 
either buy it or take it for collection. If it is 
sufficiently assured of the validity of the transactions 
and the financial strength of the concern on whom 
it is drawn, it may at once credit the proceeds of 
the draft to its customer. Otherwise, it may simply 
tike it for collection. In either case it will send it 
to its New York correspondents to be presented to the 
drawee and collected in due time. The amount credit- 
ed to the drawer of the bill of exchange will alwa>'s 
be less than its face amount and the principles that 
determine the amount of this charge will be taken up 
later on. 

SBCUBrrr. 

The commonest security which is furnished to 
the purchaser of a domestic bill of exchange is 
the bill of lading. This is made in a negotiable 
form and is turned over by the shipper of the 
goods along with his bill of exchange, and gives 
the bank title to the goods until they have been paid 
for by the man in New York — ^the consignee — on 
whom the draft is drawn. The bank in sending the 
draft to its New York correspondent sends with it the 
bill of lading and thus the New York bank is like- 
wise protected. If it is a demand draft the consignee 
will have to pay it before he will be given the bill of 
lading and be enabled to get his goods. In case of a 
time draft, the bill of lading may be surrendered as 
soon as the consignee accepts the bill of exchange 
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drawn on hinL Or, on the other hand, it may be that 
he will be allowed to make partial payments for the 
goods as they are delivered to him. 
On page 264 appears facsimile of a bill of lading. 

Thb Bank Draft. 

It might be, however, that the local shipper would 
have bills which he owed in New York in excess of 
the amount that was owing him on shipments of 
grain. In this case, after settling the obligation so far 
as possible by drawing upon the commission house, 
he would settle the balance with a bank draft. In 
this case he would pay in his money at the local bank 
in exchange for the right to draw upon the bank's 
New York correspondent for an equal amount. This 
bank draft he would then negotiate to the order of 
the person in New York to whom he owed money and 
would send it to him for collection. Or, he perhaps 
more probably would have this New York party 
named as the payee of the draft as originally drawn. 

New York Exchange Acceptable Everywhere. 

We have seen how traders in different parts of the 
country are enabled through the agency of banks to 
make settlements with each other by oflEsetting the 
claims of one section against those of the other, but 
it remains to be shown how the banks adjust these 
transactions between themselves. If the merchants 
of Chicago, Minneapolis and New Orleans, and all 
other parts of the country, were selling to people in 
New York City just as much as they were buying 
from them, these accounts could be made exactly to 
pay each other, and be entirely settled by domestio 
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bills of exchange. Even if New Orleans merchants 
were shipping a great deal more cotton to New York 
than was needed to pay for all the purchases they 
were making in New York, they could still use biUs 
drawn against those sales for paying their debts any- 
where else in the country because New York City is 
the financial center of the whole United States and 
a New York draft is acceptable throughout the 
country. Chicago drafts are acceptable through the 
West, and drafts on smaller places are used locally. 

The Bank Buys New York Exchange. 

But let us suppose that there is an unusually large 
cotton crop. Cotton is marketed promptly and the 
grower is anxious for his money. The cotton factor 
or buyer must pay cash to the planter, and he in turn 
wishes to realize upon his shipments at the earliest 
possible moment. Therefore, as soon as he sends his 
cotton North he draws on the New York firm to whom 
he has sold it for the amount of the purchase price. 
Like the grain merchant noticed before, he takes these 
New York drafts to his banker to realize on them. 
Being secured by bills of lading, the banker buys them 
at such a figure as he and the factor agree upon and 
places the proceeds to the customer's credit at once or 
as soon as he is advised by his New York correspond- 
ent that the document has been paid or accepted as 
the case may be. In some cases he may pay cash but 
if so he is very likely to charge a heavier discount. 

Rate op Discount. 

We may well examine the conditions which deter- 
mine the amount of this discount charged by the 
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banker in buying domortic bills of exchange. First, 
there is the question of time. If the drafts are drawn 
payable on demand the tim» for which the money 
must be advanced is short, only long enou|^ to send 
the draft to New York and have it collected by the 
New York correspondent of the New Orleans bank. 
But if it is a thirty, sixty or ninety day draft the 
banker in buying it is advancing that amount of 
money as a loan for this period and on it he must 
charge interest exactly as on any loan. But, besides 
this interest element the discount contains another 
charge— exchange. This is not merely to pay for the 
clerical cost of handling such collections, but varies 
in proportion as the banker desires New York funds 
or is over-supplied with them. 

Exchange Desired by the Banker When His New 
York Credft Is Low. 

At the beginning of the crop moving season the 
banker in the cotton section has very likely with- 
drawn practically all of any balance he may have had 
with New York banks, because of the local need of 
this money to use in the form of loans to his custom- 
ers who require money in advance with which to 
harvest their crop. But every time he buys a draft on 
New York from one of these cotton shippers he sends 
it to his banker in New York, who collects it and 
places it to the New Orleans banker's credit. After 
a while he has bought about all the New York ex- 
change he can handle. He has a big balance to his 
credit in New York and scarcely any funds in New 
Orleans. 
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Later the Need Disappears. 

As this i>oint approaches, he will be less and 
less desirous of buying any additional New York ex- 
change and will consequently pay a smaller and 
smaller price for it, that is, will charge a constantly 
greater discount. The reason for this is clearly seen. 
After a time the funds which he has on hand become 
practically exhausted and if he is to continue to buy 
exchange he must have some of the money which is 
now standing to his credit in New York actually 
shipped to him for the purpose. Naturally he adds 
this charge for transporting the money to the amount 
which he deducts in the form of exchange. At this 
point, however, the price of exchange will become 
stationary because the banker could go on indefinitely 
buying exchange at that price in New Orleans, send- 
ing the drafts to New York for collection and having 
the proceeds shipped back to him. If the cotton 
shippers can make better terms with some other 
banker more desirous of building up a balance in 
New York, they will sell their exchange to him. But 
for any given section at the same time there is likely 
to be little if any such difference but rather a uniform 
rate of exchange, although between different parts 
of the country at the same time the rates may vary 
widely, depending on whether money tends to move 
toward New York City or away from it. 

Trade Moves in Both Directions. 

Of course, this piling up of credits in New York 
City or other centres will be balanced partly at least 
by a flow of money in the opposite direction. New 
York merchants and manufacturers will be at the same 
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timQ selling to .people in the Southern States and in 
this way increasing their credit obligations in I^ew 
Orleans. Many of these will be settled or offset against 
the New York credits by the means of selling New 
York exchange through the New Orleans banks. The 
southern planter, wishing to make purchases of new 
machinery, household goods, or whatever it might be, 
from New York or elsewhere in the North, will pay 
for them by means of bank drafts on New York or 
will be drawn upon by the New York merchant for 
the amount, although this is much less common. 
Every draft which a bank sells to its correspondents 
will, of course, by that much lessen the amount of 
that bank's New York balance, and it may be that in 
this way the New Orleans bank would suflSciently 
reduce its account so that it would not be obliged to 
actually have money shipped to it from New York. 
It certainly will not wish to withdraw the whole of 
its account at the end of the crop moving season, but 
will leave a fair balance there in order to meet any 
other demands which it may have for New York ex- 
change in the following months. 

Loaning a New York Balance. 

Another reason for maintaining a large New York 
balance might be because the banker found that he 
could employ his funds more profitably in New York 
than he could in his own locality. In this case, in- 
stead of having money shipped back to him after he 
had remitted a large number of drafts to New York 
for collection, he would have the New York corre- 
spondent loan this money in New York on his ac- 
count. But if he wishes to go on buying cotton paper 
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and cannot sell enough New York exchange to re- 
plenish his funds he will have to increase the dis- 
count or exchange which he charges enough so that 
this charge will cover the cost of having the money- 
sent to him. This cost depends on the location of the 
bank and the manner in which money is remitted. 
At the beginning of the crop moving season New 
York exchange would be much desired by the banker, 
and in order to get it he might make no charge what- 
ever for exchange, or even pay a slight premium, al- 
though this would probably not be necessary. He 
could afford, however, to do so because in that man- 
ner he would save himself the cost of actually send- 
ing money to New York to build up his balance. But 
as we have seen, he ceases, after a time, to be at all 
anxious to purchase additional New York exchange 
and will do so only at a discount large enough to still 
yield him a profit. 

International Settlements. 

International transactions are settled by means of 
foreign bills of exchange in a manner quite similar 
to that which we have described in connection with 
domestic drafts. There is an enormous volume of 
buying and selling between Americans and persons 
in other countries. The principal items of our so- 
called international balance sheet are shown on page 
270. 

Volume op Exports and Imports. 

The total volume of our international transactions 
cannot be stated with any degree of accuracy because 
many of the items as shown in the above schedule are 
what may be termed * invisible" items of trade. It 
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THD UNITED STATES IN ACCOUNT WITH THE 
WORLD. 



Debits. 



Imports of merchandise. 
Gold. 

Payment for foreign loans. 
Purchases of foreign securi- 
ties. 

Payment of interest and di« 
vidends on American se- 
curities held in Europe. 

Passenger and freight rates 
paid to foreign vessel 
owners. 

Remittances by persons 
within the United States 
to their friends in Europe. 

Expenses of American travel. 



Cbedits. 



Exports of merchandise. 
Gold. 

Loans made to bankers and 
others in the United 
States. 

Purchases of American se- 
curities. 

Payment of interest and di- 
vidends on European se- 
curities owned by Amer- 
icans. 

Expenses of European travel 
in the United States. 

Remittances to immigrants 
into the United States. 



is clearly impossible to find out just how much has 
been paid for expenses of foreign travel or in the 
purchase of securities, pa3nnent of dividends or in- 
terest on these securities, or is sent home to friends 
or relatives by immigrants to this country. The fig- 
ures as to exports and imports of merchandise are, 
of course, available and show exports of $1,860,773,- 
346 for 1908, and imports of $1,194,341,792. 

Money Settlements to be AvoroED. 

It is even more important that settlements for this 
enormous volume of trade shall be made, so far as pos- 
sible, by offsetting the claims of the people in one 
country against those of the citizens of other countries 
and thus avoid the actual shipments of gold, than in 
the case of domestic exchange. Clearly the cost of 
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shipment of money to settle such international trans- 
actions is greater, a longer time is required, and there 
is then the inconvenience also of exchanging the money 
of one country into that of another. This last diffi- 
culty is largely avoided by making all international 
settlements by means of gold bars, accepted by weight 
and certified as to fineness by the governments under 
whose authority they are made. 

FoBEiQN Exchange. 

The manner of making foreign exchanges is simi- 
lar to that which we have described in the case of 
domestic drafts but is more specialized in the hands 
of a few, mostly private 'bankers, with strong foreign 
banking connections. There are four principal forms 
of foreign exchange, the documented bill of exchange, 
' the banker's or finance bill, the traveler's letter of 
credit, and the commercial letter of credit. 

Documented Bill. 

A documented bill of foreign exchange is simply a 
draft drawn by an exporter in one country upon the 
purchaser of his goods in some foreign country, and 
having attached to it certain documents necessary 
for the protection of the various parties who handle 
this bill of exchange. The draft itself is drawn in a 
form similar to the following: 

£ Chicago, IllinoiB, 191 

Sixty days after sight of this FIRST OF EXCHANGE 

(second unpaid) pay to the order of , 

the smn of Sterling, value received, 

and charge to the account of 



To 



JOHN DOB GRAIN COMPANY, 
By 



No. 



JONES BROTHERS 6 CO., 
, Liverpool, EThgland. 
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The Documents. 

The documents which accompany such a bill are 
the bill of lading, hypothecation paper and marine 
insurance policy. The bill of lading in some cases is 
a through bill of lading, including both rail and ocean 
transportation, and in other cases, the first bill of 
lading is simply a railway bill to the seaboard, where 
it is exchanged for an ocean bill of lading. Its form 
is like that which we have already shown in connec- 
tion with domestic drafts. The hypothecation paper 
is given for the protection of the banker who pur- 
chases the bill of exchange, and it pledges the goods 
shipped as security to the banker who advances money 
to the shipper by purchasing the draft. It authorizes 
the banker to sell the merchandise and reimburse him- 
self from the proceeds, in case payment of the draft 
is refused by the person to whom the goods are sent 
and on whom the bill is drawn. Where a large con- 
cern is disposing of a great many bills of exchange 
to its bankers in the ordinary course of its busi- 
ness, they will give to them a general hypothecation 
power to avoid the inconvenience of making out a 
separate hypothecation paper to cover each individual 
bill of exchange. Such a general hypothecation paper 
is shown below. 

General Power op Hypothecation. 

BILLS OF EXCHANGE. 

TO THE CORN EXCHANGE NATIONAL BANK, 

m ^. Chicago, in. 

To the Cashier: — 

Anticipating all future sales to you of bills of ex- 
change with shipping documents for goods and produce 
attached as collateral security, and held by you for their 
due payment, we agree as follows; to-wit: 



Digitized by 



Google 



DOMESTIC AND FOREIGN EXCHANGE 273 



You may insure any goods and prodnce forming the col- 
lateral security (if not already insured, and the policy or 
policies deposited in your hands), from sea risk, including 
loss by capture, and from fire on shore, and add the 
premiums and expenses thereof, to the amount chargeable 
to said bills, but it shall not be imperative upon you to 
effect any insurance; 

Tou may sell any portion of the goods and produce afore* 
said by you deemed necessary for payment of such 
premiums, expenses, freight and duties, take such measures 
generally, make such charges for commission, and be ac- 
countable in such manner, and not further or otherwise, 
as in ordinary cases between merchant and his corre* 
spondent; 

Tou may take conditional acceptance to such bills to the 
effect that on payment thereof, at maturity, or under dis- 
count, the documents handed to you as collateral security 
shall be delivered to the acceptors, and this shall extend 
to acceptances for honor; 

In case default be made in acceptance of the said bills 
on presentation, we agree immediately, on receiving notice 
from you that you have been advised by telegraph, or other- 
wise, of such non-acceptance, and without waiting for or 
requiring the protest of said bills, to pay you the amount 
thereof with all charges of every description incurred by 
you in consequence of such non-acceptance, or give you 
satisfactory margin in cash or securities, all in addition 
to your possession in the United Kingdom or elsewhere of 
the goods and produce securing said bills, or the documents 
therefor; and we further agree that your account of the 
disbursements, commission and charges so incurred shall 
be received by us as sufficient and final evidence thereof; 

In case default be made in acceptance or payment of 
any of the said bills, or if the drawees or acceptors should 
suspend payment, or be adjudicated bankrupt, or execute 
any deed of arrangement, composition, or inspectorship, 
or take any other step whatsoever toward effecting a com- 
promise or arrangement with their creditors during the 
currency of the said bills, you may at any time after any 
of the aforesaid events taking place, sell the goods or any 
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part thereof, without notice to or the concurrence of any 
person whomsoever, without waiting for the maturity of 
the said bills, and either by public auction or private sale, 
and you may act in all respects as if you had been the 
direct consignee of the goods and produce, charging such 
commission as is usual between a merchant and his corre- 
spondent in ordinary cases, and shall apply the net pro- 
ceeds of any sale, after deducting any payment under the 
powers herein contained, with interest thereon, and the 
usual commission and charges, in payment of the bills 
with interest, re-exchange and other charges, and may 
apply the balance, if any, toward the liquidation of any 
debt and liability of ours to you, whether or not the same 
be then payable or ascertained, it being hereby agreed 
that the goods themselves, until sale, shall be liable for 
and be charged with the payment of all such bills, with 
commission, interest, re-exchange and other charges, debts 
and liabilities; and we agree that all account sales and ac- 
counts current furnished by you, in respect of the said 
goods and produce, shall be received by us as sufficient and 
final evidence of their accuracy; 

We further authorize you, in case the net proceeds of the 
sale of such goods shall be insufficient to pay the amount 
of the said bills, with disbursements, interest, re-exchange 
and charges, to draw upon us at the exchange of the day 
for the amount of such deficiency, and we engage to honor 
such drafts on presentation, or to pay you the amount of 
such deficiency when notified of the amount; 

In case the aforesaid Power of Sale shall not hare 
arisen during the currency of the said bills, you may accept 
payment from the drawees and acceptors thereof, and on 
payment deliver the said bills of lading and shipping 
documents to such drawees or acceptors; 

In case the drawees or acceptors should wish to secure 
delivery of any portion of the goods held as collateral 
security for the said bills before maturity thereof, you are 
authorized (but not so as to be binding on you) to make 
such partial deliveries on receiving payment of a pro- 
portionate part of the said bills: 
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The said delivery to yon of the collateral secnrities afore- 
said shall not prejudice any of your rights in and to said 
bills in case of dishonor, nor shall any proceedings taken 
on said bills prejudicially affect your title to the said 
securities; 

All rights, powers and authorities hereby given you shall 
extend to and may be exercised by the holders, for the 
time being, of the said bills and shipping documents; 

It is understood that in the event of bills being paid 
under discount, rebate of interest shall be allowed as fol- 
lows: 

One-half per cent per annum in addition to the adver- 
tised rate of interest for short deposits allowed by the lead- 
ing London Joint-stock banks if the bills are taken up in 
the United Kingdom of Great Britain and Ireland; and 

The current minimum rate of discount of the National 
banks of France, Italy, Belgium and Germany, respec- 
tively, if taken up respectively in those countries. 

Chicago, Illinois, June 1, 1910. 

Certificate of Insurance. 

Buyers of domestic drafts do not need insurance 
protection on the goods covered by such bills of ex- 
change, because the railroads over which the goods 
are shipped are held liable for their safe delivery, and 
this liability is fully covered by the inland bill of 
lading. Ocean carriers, however, are not held to any 
such responsibility and it is therefore necessary that 
the shipment be covered by a marine insurance policy, 
which should in all cases be attached to the bill of ex- 
change, in the form of an insurance certificate. Large 
exporters secure an open policy of insurance to cover 
all shipments of goods which they may export within 
a given time. Under this open policy the exporter 
can issue a separate certificate covering the amount 
of each particular consignment of goods and this 
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policy protects the purchaser of the bill of exdiange 
or any subsequent holder. In fact it is sometimes the 
purchaser of a bill who insures the goods and adds 
this charge to the deduction which he makes for ex- 
change. 

Rate op Exchange. 

The amount of this deduction will be determined 
as in the case of domestic bills by the relative 
supply of foreign drafts offered to purchasers 
and the demand which they have for foreign ex- 
change. If the banker's foreign credit balance has 
been largely increased by recent purchases of bills of 
exchange he will buy more bills only at a heavy dis- 
count, because if he continues his purchases of foreign 
exchange he will soon have his funds on hand so re- 
duced that he will be obliged to have the money owing 
him abroad shipped to him. The cost of such a ship- 
ment is approximately two and one- half cents for each 
pound sterlmg so shipped. Thus in quoting the price 
of British foreign exchange this will be added to or 
deducted from the par value in American money as 
expressed in pounds. 

Par op Exchange. 

An English pound sterling is worth $4.8665 Amer- 
ican dollars, that is, the amount of pure gold contained 
in an English pound would make $4.86-2/3 in Amer- 
ican money. This is called the **mint par" of ex- 
change. If the volume of transactions, both exports 
and imports, exactly balance we should have also a 
commercial par of exchange, and bankers would pay 
$4.86-2/3 for every pound sterling of foreign bills of 
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exchange which they bought, less a very small de- 
duction to cover the clerical work. But it is seldom 
that such a balance is approached and therefore 
the quotations for sterling, that is English exchange, 
will fluctuate from about $4.83 to $4.90. It cannot 
go much below this lower figure, because if it did ex- 
porters and importers would find it cheaper to ac- 
tually ship the gold needed in their international 
transactions than to buy and sell bills of exchange at 
such a heavy discount. 

Supply and Demand. 

The foreign exchange business is subject to very 
great fluctuations due to the fact that both supply 
and demand are extremely subject to seasonal in- 
fluences. Two of the largest items in our exports are 
cotton and wheat, and as a result the offerings of 
foreign bills of exchange are extremely heavy during 
the fall months, from September to December, 
whereas the heaviest seasonal demand for foreign ex- 
change occurs in the summer time when a great num- 
ber of Americans are traveling abroad. Extraordi- 
nary demands for foreign exchange come about, from 
time to time, when the floating of a large war loan or 
some peculiar condition in the stock market brings 
about large purchases or sales of securities. To 
equalize this extreme fluctuation in the demand for 
foreign exchange, the banker avails himself of a form 
known as the banker's or finance bill. A finance bill 
is simply a draft by the banker of one country upon 
a bank or banker in another country. Let us sup- 
pose that a New York foreign exchange dealer had 
been selling foreign exchange in the form of letters 




278 



PRACTICE OP BANKING 



of credit daring the summer months until his foreign 
balance had been practically exhausted, and he finds 
that he can still dispose of more exdiange on favor- 
able terms. 

Use op the Finance Bill. 

He will draw a finance bill for the amount which 
he believes he ynH require before the supply of 
cotton and wheat paper in the fall will naturally 
build up his foreign credits. The draft he remits 
to his foreign correspondent who presumably will 
accept it and place the amount to the New York 
banker's credit and allow him to sell additional 
foreign exchange against it. The transaction 
amounts to a temporary loan and the London banker 
will charge a rate of discount equivalent to interest 
for the time for which the finance bill is drawn. The 
same expedient may be used in case the New York 
banker can use funds for investment abroad at a 
higher rate of interest than he could in New York. 
Finance bills are generally drawn for thirty, sixty or 
ninety days and are drawn upon German and French 
bankers as well as upon London. Unless the banker 
drawing them has a very strong personal connection 
with the foreign bank, he is required to furnish col- 
lateral security to cover their amount. 

Probably the form of foreign exchange which is 
most familiar to people other than bankers is the letter 
of credit. These are of two sorts, the traveler's letter 
of credit, and the commercial letter of credit. Letters 
of credit have long been issued by several well known 
firms of private bankers and in the modified form of 
traveler's checks are now issued by the American 




DOMESnO AND FOREIGN EXCHANGE 279 



Bankers Association and several large express com- 
panies. The traveler's letter of credit is illustrated 
by the following specimen form : 

THE NATIONAL BANK OP NEW YORK. 

No New York City, 191 

£ Sterling. 

To the MANAGER: 

This letter will introduce to you 
M 

in whose favor we have opened a credit of 

Sterling, 

and whose sight drafts to that extent upon 
THE LONDON CITY AND MIDLAND BANK, Limited, 
of London, we engage shall meet with due honor, if negoti- 
ated within months, from this date. 

The amount of each payment you will please endorse on 
this letter, and your negotiation of the draft will be con- 
sidered a guarantee that the requisite endorsements have 
been made. You will please observe that all such drafts 
be drawn against the Letter of Credit of The National 
Bank of the Republic, No 

This letter must be attached and remitted with the last 
draft drawn. 

Recommending M 

to your usual courtesy. 

Yours very truly. 



To Messieurs, our Correspondents, and 
all other Banks or Bankers to whom 
this Credit may be presented. 

N.B. — ^The bearer is advised to keep the List of Corre- 
spondents separate and apart from the Letter of Credit to 
prevent both from being lost or stolen together, also to affix 
immediately his usual signature at place indicated on the 
inside of the cover of the List of Correspondents as a pre- 
caution against forgery in the event of the List of Corre- 



Digitized by 



280 



PRACTICE OP BANKING 



spondents or Letter of Credit falling into improper hands. 

THE NATIONAL BANK OF NEW YORK will not 

be responsible for the consequences arising from an omis- 
sion by the bearer to observe these precautions. 

Making Payments. 

This letter of credit will be honored by all the 
correspondent banks abroad because they have been 
advised in advance that it has been issued, and they 
receive from the bearer of the letter a receipt for all 
advances which they make, and this receipt they can 
present as a voucher to the London City and Midland 
Bank and be reimbursed. In order to make sure that 
the holder of a letter of credit does not overdraw the 
account which he has purchased, it is necessary that 
all payments made upon the account shall be entered 
as made upon the back of the letter. Thus when the 
traveler presents his letter of credit to any of the 
correspondent banks they can notice what payments 
have already been made and will pay only the amount 
of the balance remaining due him, or some lesser 
amount. In advising their correspondents of the 
issue of a letter of credit the issuing bank also sends 
them a copy of the purchaser's signature and this 
they can use for comparison when the letter is pre- 
sented to them for a payment and thus avoid the 
possibility of being imposed upon by forgeries. The 
charge made for travelers' letters of credit is gen- 
erally at the prevailing rate of foreign exchange, plus 
one per cent, as a commission to the issuing bank. 

Commercial Letter op CRia)rr. 

The commercial letter of credit is similar to the 
traveler's letter but is used for the purpose of mak- 
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ing payments abroad instead of for personal expendi- 
tures in travel. Instead of being actually sold for 
cash it is very frequently issued against a sufficient 
deposit of collateral or the guarantee of reimburse- 
ment by a customer of good credit standing. By its 
use an American importer can purchase goods all over 
the civilized world on a cash basis and yet is not 
obliged to actually make the cash payments until the 
drafts of these foreign exporters are finally presented 
at the bank in the United States from whom he has 
purchased his letter of credit. At the same time the 
foreign exporter is enabled to receive his payment 
on a cash basis as soon as he furnishes the local corre- 
spondent of the issuing bank with satisfactory evi- 
dence that he has made the shipment of goods accord- 
ing to his contract. This evidence is ordinarily in 
the form of a bill of lading and is attached to a draft 
upon the American bank with whom the American 
importer is dealing. A specimen commercial letter 
of credit is shown below : 

THE NATIONAL BANK OP PITTSBURGH 



Smyrna, Asiatic Turkey. 
Gentlemen: — 

We hereby authorize you to value on The London City 
and Midland Bank, Limited, in London at sixty days' sight, 
for any sum or sums not exceeding in all, 5,000 pounds. 

Sterling, for invoice cost of figs and dates, 

for account of Green Brothers & Co., Pittsburgh, 

goods to be shipped to the United States. 

The Bills of Lading must be issued to the order of the 
shipper and endorsed in blank. 



Pittsburgh, Penn., June 6, 1910. 



To Messrs. John Smith & Co., 



No. F.D. 110. 
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The shipment must be completed and the bills drawn 
within six months from this date, and the advice thereof. 
In duplicate, sent to the London City and Midland Bank, 
Limited, London, accompanied by one Bill of Lading and 
abstract of Invoice, and on receipt of these documents the 
Bills will be duly honored. 

The remaining Bills of Lading with certified Invoices and 
Consular Certificates must be sent direct to Messrs. W. EL 

Robinson & Co. of New York City, for account The 

National Bank of Pittsburgh, and a certificate to that effect 
must accompany draft. 

We hereby agree with the drawers, endorsers, and bona' 
fide holders of drafts drawn under and in compliance with 
the terms of this Credit, that the same shall be duly 
honored upon presentation at the office of The London City 
and Midland Bank, Limited, London. 

Drafts under this Credit must bear upon their face the 

words: "Drawn under The National Bank of 

Pittsburgh, Credit No. P.D. 110, dated June 

6th, 1910." 

Insurance effected here. 

Respectfully yours, 



Advising the London Correspondent. 

Besides the original letter of credit which is sent 
direct to the exporter or given to him by the foreign 
buyer of the concern, there are three copies. One of 
these copies is sent to the London bankers on whom 
the letter is drawn, and with it are sent instructions 
to accept drafts in accordance with the terms of the 
letter. The issuing bank retains one copy for its own 
records, and the other copy goes to the concern who 
bought the letter of credit. 



(Signature of Bank's Officer.) 




CHAPTER XVm. 

BOOKKEEPING OF THE BANK. 

The eystem of bookkeeping in a bank presents one 
feature of difference which distinguishes it from the 
bookkeeping system used in other business houses, due 
to the fact that the bank deals only in money and 
credit and that credit items are treated in bank book- 
keeping as though they were cash. It would be im- 
practicable and entirely unnecessary, from an ac- 
counting standpoint, for the bank to try to distinguish 
between these two items. 

The Books Used. 

The books needed, therefore, are a cash book, and 
the xiecessary ledgers to accoftipany it. We have 
already noticed in connection with the different de- 
partments of the bank's work the systems of records 
which must be kept by the different departments and 
from this point we will now go on to discuss the 
manner in which the various bank transactions are 
all gathered together and recorded in the bank's gen- 
eral bookkeeping department. We will assume, for 
convenience, that every bank has at least two tellers, 
one of whom is a paying teller, and the other a 
receiving teller, in order to show how the various 
debits and credits originate. 

888 
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The Receiving Teller. 

Beginning with the receiving teller's department, 
we know that the items which he receives include cash 
and cash items of a wide variety, and that, in a great 
many cases, his work may be further subdivided and 
such items as come to the bank through the mails 
may be put in charge of a correspondence clerk, who 
acts as a receiving teller so far as out-of-town 
items are concerned. We have already seen how the 
receiving teller lists up all the deposit tickets pre- 
sented by the bank's customers on a scratcher which 
he uses as his record of receipts in order to make up 
his proof sheet for the day's business. These deposit 
tickets are, during the course of the day, sent to the 
bookkeeping department and there, before being 
posted to the Individual Ledger, are oftentimes en- 
tered upon another scratcher. For the sake of con- 
venience it is customary to have the bookkeeping de- 
partment located as close as possible to the receiving 
and paying tellers' cages, although in large city 
banks it is very common to find the bookkeeping de- 
partment located in a gallery or on the second floor 
of the bank's building for the sake of economy of 
space. 

Individual Depositors' Ledger. 

Except in the case of very small banks it is 
necessary to have several volumes of the individual 
ledger in which the names of depositors are classified 
alphabetically ; thus the first volume may include the 
names of depositors from A to P, the second those 
from G to K, the third those from L to Q, and the 
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fourth those from B to Z. This arrangement greatly 
facilitates the work of the bookkeepers since the de- 
posit slips can be sorted out and the bookkeepers 
kept at work upon each of these four ledgers at the 
same time. Likewise it renders much more simple 
the work of checking over the accounts in order to 
locate possible errors in the work. At the close of 
each day's business the receiving teller makes up a 
proof sheet for settlement purposes, and the total 
as shown by his scratcher should correspond with the 
total taken from the scratchers kept by the bookkeep- 
ing department. Thus each of these scratchers serves 
as a check upon the other. 

Discount Clerk's Credits. 

In addition to the sources of deposit to which we 
have already referred and which come to the book- 
keeping department from the receiving teller, in- 
dividual deposits receive credit through the process 
of discounting commercial paper. As we know, the 
bank desires, whenever possible, to make such pur- 
chases with its own deposit credit instead of paying 
cash. When a note is discounted for a customer the 
discount clerk sends to the individual ledger book- 
keeper a credit slip covering such transaction. This 
credit slip becomes the basis of a credit entry to the 
customer's account in the individual ledger in a man- 
ner similar to that which we have described in the 
case of the deposit slips which are turned over by the 
receiving teller. The proceeds of the collection of 
notes and drafts left by a bank's customers are 
passed to their credit in the individual ledgers by like 
credit notices. 
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Two Forms of Ledger. 

There are two forms of individual depositors* 
ledgers in common use, the three-column ledger, and 
the Boston ledger. The form of the three-column 
ledger is shown below: 




Three-Column Ledger. 
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Account in Three-Column Ledger. 

In this form of ledger the depositor's name is en- 
tered at the top of the page and each page is ruled in 
two sections, having headings for the date, debit en- 
tries, credit entries, and balance. Whenever a deposi- 
tor makes a deposit at the receiving teller's window, 
the amount is entered from his deposit ticket, when it 
arrives in the bookkeeping department, in the 
column headed Credit." For instance in the form 
shown on page 286, John Doe deposited $500 to his ac- 
count of January 15th. Since he made no withdrawals 
from his account, the balance for that day is likewise 
$500. On January 18th he made another deposit of 
$1,000 and this is likewise placed in the credit column 
in which the $500 already to his credit appears, thus 
showing a total credit of $1,500. The balance of 
$1,500 is then extended into the balance column. 

Boston Ledger. 

The Boston Ledger, as shown by the form on page 
288, differs from the three-column ledger in that the 
dates are entered at the top of the page, and the 
names of the depositors are printed in a middle sec- 
tion for the convenience of making entries, both for 
the three days shown to the left of this column as 
well as the three days to the right of it. Thus a single 
page of the Boston ledger contains ruling for six 
day's work. It will thus be seen that the Boston 
ledger show;s a large number of accounts on a single 
page and is advantageous in the case of active ac- 
counts, but is very cumbersome in the case of those 
which are more or less inactive. Another advantage 
of the Boston ledger is due to the fact that it does 
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away with the necessity for a scratcher, since this 
work is performed by merely adding the items in the 
columns headed ''Deposits" and by adding the items 
in the column headed Checks." The three-column 
ledger, on the other hand, makes it possible to ascer- 
tain the balance on any customer's account at a 
glance and is particularly advantageous in the case 
of inactive accounts inasmuch as each depositor has 
a sheet of his own and the balances do not need to be 
disturbed until a change occurs, whereas in the case 
of the Boston ledger all balances must be extended 
daily. 

Debits in the Individual Ledger. 

The items which appear as debits in the individual 
ledgers come from the paying teller in the form of 
checks in a way very similar to that which we have 
outlined in the case of the deposit tickets which come 
from the receiving teller. As we have seen in a previ- 
ous chapter, the paying teller keeps a scratcher of all 
checks which he pays out, and from time to time dur- 
ing the day sends these checks to the bookkeeping 
department to be entered by the individual book- 
keepers. Since the checks are generally numerous, it 
is often found convenient to paste in the scratcher 
adding machine lists showing the total of all the 
checks drawn by a customer and received by the 
bookkeeper at any one time from the paying teller, 
A posting is then made to the individual accounts in 
the ledgers of the totals as shown by the scratcher. 

'An Exahple. 
Beferring to the example shown on the specimen 



Digitized by 



290 



PBACnCE OF BANKING 



three-column ledger form we see that on the 18th ot 
January checks were presented against the account of 
John Doe in the amount of $750. This was probably 
in the form of several different checks which were 
entered on the scratcher, or listed on the adding 
machine and this slip pasted in the scratcher, and 
only the totals carried to the debit column of the 
ledger. Deducting this from the $1,500 which stood 
to his credit on that date there remains a balance of 
$750, which is entered in the balance column. The 
same transaction is shown by the entries in the 
specimen form of Boston Ledger shown on page 288. 

Cash Book. 

We turn now to the general books of the bank, 
chief among which is the cash book. The use of tho 
cash book is seen from the following description : 

GASH DR. GASH GR. 



Individual Deposits (credit- 
ed (1) from the Receiv- 
ing TeUer, and (2) from 
the Discount Register). 

Interest and Discount (on 
notes discounted, credited 
from the Discount Regis- 
ter). 

Bills Discounted, collected 
by the Note Teller (rep- 
resenting total of the 
notes matured that day). 

Various Banks, for remit- 
tances received (reported 
by the Mail Clerk). 

Various Banks, for coUec- 



Individual Deposits (debit- 
ed from the Paying 
TeUer). 

Bills Discounted (debited 
from Discount Clerk, rep- 
resenting the total of Dis- 
count Register for day). 

Various Banks for cash 
remittances sent to them. 

C>>llection and Exchange 
(representing deductions 
made by our correspond* 
ent for their compensa- 
tion for collecting items 
contained in our *'(^asb 
Letters"). 
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tlons made by us for them VariouB Banks, debits for 



Collection and exchange on but not remitted. 



FoBM OF Cash Book. 

There is no uniform style of cash book bnt the 
form chosen will depend upon the size and needs of 
each particular bank. In the case of a small bank it 
wiU be in the form of an ordinary cash book having 
both debit and credit sides and bound in a single 
volume, but a large bank will ordinarily have two 
books, one known as a credit journal, covering cash 
receipts, and the other designated a debit journal, 
covering cash payments. The reason for the revers- 
ing of the cash book is found in the convenience 
which it affords to the bookkeepers in posting. 

Cash Book Entries. 

The totals of the paying teller's work appear on 
the credit side of the cash book as a debit to the several 
ledger accounts of individual depositors, and the totals 
of the receiving teller are entered on the debit side of 
the cash book as a credit to the same general ledger 
account. The maturity value of all paper discounted 
during the day is entered on the credit side of the 
cash book as a debit to loans and discounts, as, in 
effect, this represents money paid out by the bank in 
purchasing such discounted paper. The profit which 
the bank makes on such transactions is to be regarded 
from an accounting standpoint as money turned back 
to the bank by the customer whose paper was pur* 
ehased in payment for the bank's services, and is 



but not remitted. 



collections made by them 



above collections. 



General Bxpenses of the 
Bank. 
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aecordingly entered as an item of interest and dis- 
count on the debit side of the cash book. The pro- 
ceeds of such discounts from the standpoint of the 
several books are considered as being placed to the 
customer's credit and" will appear on the debit side 
of the cash book under the heading ''Individual De- 
posits/- 

Cash Entries From Discounts. 

The amount is taken as a total from the dis- 
count register, but, as we have seen, separate credit 
slips are sent to the individual bookkeepers. After 
the discount clerk has discounted notes and enters 
them in his discount register they are transferred 
to a book known as a Discount Tickler. The notes 
are here arranged in the order of their due date so 
that all notes due on April 1st appear under that 
date and all notes maturing on April 2nd are carried 
under that date, and so on, whatever the maturity 
date may be. As these notes mature they are turned 
over to the note teller, who has the duty of collecting 
such paper from the maker. The proceeds from such 
collections, representing in effect the total as shown 
by the tickler for that particular, day, appear upon 
the general cash book as a credit to loans and dis- 
counts. Should any notes have been sent at any time 
prior to their date of maturity to correspondent 
banks for collection, the total of the discount tickler 
appears, nevertheless, upon the general cash hock as 
stated, but an offsetting credit becomes necessary in 
order to charge the accounts of the correspondent 
banks with the notes held by them which mature that 
day. 
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AccjouNTS With Banks. 

The accounts with other banks are handled in 
practically the same manner as are individual de- 
positors' accounts, but are generally kept in a sepa- 
rate Ledger called a ''Banks' and Bankers' Ledger." 
Li case the volume of such business is large, this 
ledger may be kept in several volumes, each of which 
covers the accounts of a group of correspondents ar- 
ranged either alphabetically or territorially as the 
system employed may direct. Li its dealings with 
correspondents the bank makes a distinction between 
the accounts which these correspondents keep with it 
and the accounts which it keeps with them. The for- 
mer covers those accounts which appear upon the 
books of the bank with credit balances, representing 
amounts due by it to its several bank depositors, while 
the latter covers those accounts opened for the pur- 
pose of charging its correspondents with cash letters 
sent to them for collection and immediate remittance 
or for collection and credit. When the bank receives 
from any of its correspondents certain items, which 
have been accepted by said correspondent as cash 
and credited to the accounts of its depositors, the 
letter is spoken of in banking parlance as a ''Cash 
Letter," and it serves the same purpose in this con- 
nection as does a deposit slip in the case of an in- 
dividual depositor. 

Treatment op Collections. 

The totals of the cash letters are entered upon the 
debit side of the cash book to the credit of the ac- 
counts of the correspondents sending same. Simi- 
larly, where the bank has collected various items 
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for its correspondents, but has not yet remitted the 
proceeds, the totals of such collections will be cred- 
ited to such correspondent banks on the debit side 
of the cash book. Likewise the profit which the bank 
makes on such transactions, in the form of exchange 
or collection charges, will appear on the debit side of 
the cash book as a credit to ' * Collection and Exchange ' ' 
account. On the opposite side of the cash book will 
appear items covering remittances sent to correspond* 
ent banks or for items collected by them but not yet 
remitted, and for charges of exchange or collection 
which such correspondent banks may have made for 
collecting items which have been sent to them. In 
order to verify the correctness of the accounts be- 
tween correspondent banks it is customary for them 
to exchange monthly or semi-monthly statements 
showing the standing of their respective accounts. 
Such a statement is spoken of as an ** Account Cur- 
rent," and is simply a transcript of their ledger 
accounts. 

Expense Accounts. 

In addition to the expense items which we have 
just mentioned, namely, the payments made to corre- 
spondent banks on account of exchange and collec- 
tion, there are, of course, other current items of ex- 
pense incurred by the bank in the conduct of its 
business. These include such items as salaries of 
oflSciala and employes, rent, taxes, advertising, sup- 
plies, stationery, etc. These represent cash spent by 
the bank and will, therefore, be entered on the credit 
side of the cash book as debits to the various expense 
accounts. The expense accounts of a bank can be 
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grouped under fewer headings than those of a manu- 
facturing or mercantile concern, owing to the fact 
that it deals simply with a single commodity — credit, 
instead of with a diversified product. 

The "Daily Statement. 

The cash account, which we have discussed in con- 
nection with the cash book, together with the accounts 
of the other assets and of the liabilities of the bank 
go to make up the daily statement setting forth the 
condition of the general ledger accounts. Most of the 
accounts of assets and liabilities are kept in detail in 
subsidiary books, the aggregate totals being entered 
in the general ledger in controlling accounts. The 
accounts shown on the daily statement are given 
below, and the general ledger covers the same ac- 
counts. 



GENERAL LEDGER ACCOUNTS OF A BANK. 



Accounts showinff 
dehit halancea. 



Accounts showing 
credit balances. 



Cash, including exchanges for Capital Stock. 

the Clearing House. 
Due from Reserve Agents. 
Due from Banks. 
Collateral Loans. 
Bills Discounted. 

United States Government Bonds 
for Circulation. 



Surplus. 

Undivided Profits. 
Individual Deposits. 
Bank Deposits. 
Special Deposits. 
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Accounts ihowmg 
debit balances. 



AcoeomUs ikswing 
eredit balances. 



Premium on United States Gov- 
ernment Bonds account of cir- 
culation. 

United States Government Bonds 
for United States Deposit 

Premium United States Govern- 
ment Bonds account of United 
States Deposit 

Bonds and Securities owned. 

Due from United States Treasurer 
other than 5% Fund. 

United States 5% Redemption 
Fund. 

Collection and Exchange. 
Expense. 

Taxes. 



Teller's and Clerk's Difference 
Account 



United States Gov- 
ernment Deposit 

Certificates of Deposit 

Cashier's Checks. 
Certified Checks. 
Sundry Collections. 



Circulation. 

Dividends Unpaid. 

Collection and Ex- 
change. 

Interest and Dividends 
on Securities owned. 

Interest on Loans. 

Discount 

Teller's and Clerk's 
Difterenoe Account 



The General Ledger. 

The cash book entries are posted daily to the gen- 
eral statement by the general ledger bookkeeper, 
and the general ledger should, likewise, be posted 
from day to day. There is no distinguishing feature 
of the ledger of a bank in which it differs from the 
general ledger of other business concerns. Its purpose 
is simply to gather under appropriate headings all the 
different items of debit and eredit which apply to the 
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various accounts so that it may readily be seen what 
changes have taken place in these accounts from day 
to day. 
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CHAPTER XIX. 
BANK REPORTS AND EXAMINATIONS. 



We have seen the system by which a bank keeps a 
record of its current transactions, and from which it 
should be able to discover the exact condition of its 
affairs from day to day. In addition, it is well that 
the ofScers make frequent examinations, either by 
themselves or with outside assistance, in order to 
make sure that there is no disguising or covering up 
of irregularities. Even the most trusted clerks and 
executive oflScers are from time to time found to 
have used the funds of the bank with which they are 
connected or by which they are employed, for their 
own ends, and the closest watch is needed if such 
danger is to be avoided. Besides the bank's own 
system of accounting and voluntary examination of 
its affairs, for its own information and protection, 
there are three outside authorities that usually have 
the right to demand reports from it or to make ex- 
aminations of it. These are the Clearing House Asso- 
ciation, the State Superintendent of Banking or simi- 
lar officer, and the Comptroller of the Currency. 

Clearing House Statements. 

The clearing house in New York City requires that 
all banks which clear through it, non-members as well 

296 




BANK EEPOETS AND EXAMINATIONS 299 



as member banks, shall send to the clearing house be- 
fore eleven o'clock each Saturday a statement of the 
bank's condition during the preceding week, stated in 
the form of averages for the period. From these re- 
turns, the clearing house officials make up the weekly 
bank statement, or rather two statements , one for the 
member banks and one for non-member. A specimen of 
the weekly statement is shown in the chapter on the 
clearing house, and the following is the form used 
by the bank in reporting its condition to the associa- 
tion: 

COPY OF STATEMENT 
of the 

for week 

ending the day of 191 , 

as required by Section 16 of the CJonstltutlon of the New 
York Clearing House Association. 



Average amount of Loans and Discounts 

Average amount of Specie 

Average amount of Legal Tender Notes 

Average amount of Deposits, other than U. S.. . 

Average amount of United States Deposits 

Average amount of Circulation 



NEW YORK CLEARING HOUSE. 

Please send a copy of the Weekly Statement of your 
Bank to the Clearing House before 11 o'clock A. M. on each 
and every Saturday. 

WILLIAM SHBRER, Manager. 
Correct 
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Examination by Clearing House. 

Some clearing house associations not only under- 
take to regulate the nature of the business of the 
member banks and the manner in which it is carried 
on, but provide for making examinations to ascer- 
tain the true condition of the bank's affairs. It has 
been particularly true in the East that the Clearing 
House Association undertook merely the technical 
process of clearing, but in the West the associations 
have somewhat enlarged these functions and the 
tendency seems to be growing in all parts of the 
country, and it may be that in time they will establish 
and maintain standards to which all their members 
must conform, so that membership in a clearing house 
association will be more or less of a guaranty of 
solvency or at least of efficient and conservative man- 
agement. 

State banks are under varying degrees of super- 
vision, depending upon the laws of the particular 
State in which they may be situated. In some of the 
eastern States, the supervision is practically as close 
and as rigid as is that of National banks, but in other 
States it is slight in amount and rather poor in 
quality, owing to the fact that bank examiners are 
often appointed from political motives rather than 
because of special training or real efficiency in the 
work. The forms of reports used by the State of 
New York will serve as good illustrations of the better 
class of State supervision. Reports of the condition 
of the state banks are required quarterly on dates 
set by the Superintendent of Banks. The various 
institutions are notified in the following form: 
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Jttatt of l^eto forit 
fBtinhing fioepattmettt 

Albany, 

To the Cashier of the 



Sir:— 

the day of 

191.... is hereby designated in respect to whioh the In- 
corporated Banks, Banking Associations and Individual 
Bankers, organized under the Laws of this State, shall 
make report of their condition to me, as required by 
Section 20 of Chapter 689, Laws of 1892. 

Ton will please take due notice of this call, and transmit 
your report of your condition at the dose of business on 
that day to me within TE7N DAYS, from the date hereof, 
as required by Section 21 of the Law above cited. 



Superintendent of Banks, 
The form of the Quarterly Report is on page 302A. 

Published Statements. 

This report must be accompanied by several sepa- 
rate schedules similar to those used in connection 
with the National bank reports, which we will see 
later. State banks are also required to publish ertiate- 
ments of their business in the local papers at the time 
of making their regular reports, and to furnish the 
State Superintendent of Banking with a copy of this 
published report, together with the aflBdavit of the 
publisher of the paper in which it has appeared. 
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Reports op National Banks. 

All National banks are required by the Comptrol- 
ler of the Currency to make at least five reports of 
their condition every year and he can, at any time, 
call for a special report if he deems it advisable. 
There are no regular dates on which these reports are 
expected so that the bank could prepare for them, 
but the Comptroller caUs for them at irregular 
periods, at his own discretion. The bank is supplied 
with the necessary forms by the Comptroller, and 
these include a condensed form of report which must 
be published in a local paper, and a set of forms for 
a detailed report which must be filled out and sent to 
the Comptroller. The published report must be cut 
from the newspaper and pasted upon a special form 
of certificate of publication which includes the affi- 
davit of the publisher, and must be executed by him 
before a notary officer competent to accept the 
acknowledgment. The forms of these reports and 
certificates are shown by specimens on insert 302A 
and page 803. 
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OATH orpinacscAnonb 



state of . . 
Ck)unty of 



Cut the printed notice from 
the newspaper and attach 
here. 



Forward notice to Comp- 
troller of Currency as 
promptly as possible. 



being duly sworn, deposes 
and says that he is the pub- 
lisher of 

a newspaper 

published in the.. 

of , County of 

, State of , 

and that the annexed ad- 
vertisement of the Certifi- 
cate for Voluntary Liquida- 
tion of the 

National Bank of 

has appeared in each issue 
of said paper for a period 
of at least sixty days, be- 
ginning the day 

of and ending the 

day of 

191 . 



Subscribed and sworn to before me, a in 

and for the State and County aforesaid, this 

day of ..191 . 

Seal of 1 
Officer ) 



Special Reports. 

The report sent to the Comptroller must be sworn 
to by the president or cashier and must be sent not 
later than five days after the call has been sent out 
by the Omptroller. The officials must also make a 
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special report at the time of dedaring dividenda. 
This must be within ten days after the declaring of 
such a dividend, and must state the amount of the 
dividend declared and the amount of net earnings of 
the bank in addition to this dividend. They must also 
send semi-annual reports of the amount of the bank's 
circulation on the first of January and of July of 
each year, as a basis for taxation on their note issue. 
The matter of promptness is very important, inas- 
much as a penalty of one hundred dollars a day is 
charged for any delay in making reports beyond the 
five-day limit, and two hundred dollars for failure 
to report promptly the volume of circulation. For 
this reason, a bank cannot put off the making of its 
report for the sake of improving its condition; like- 
wise it is a criminal offense to make any statements 
on this report which are not absolutely true and in 
accordance with the actual state of the bank's busi- 
ness. 

Suggestions op the Comptroller. 

A few years ago the Comptroller of the Currenqr 
sent out a circular letter to National banks, explain- 
ing in some detail the manner in which he desired to 
have reports made up, and this letter is still well 
worth examination as showing the scope and use of 
these reports. 

"Sir:— In order that the business of this oiBce may be 
facilitated and your own convenience promoted, you are 
particularly requested to cause the utmost care to be be- 
stowed upon the preparation of the reports sent in by 
your bank. 

Guided by the errors and omissions heretofore most com- 
mon, I beg to make the following suggestions: 
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1.. See that the footings of the report are absolutely 
correct; that all schedules are properly filled; and that the 
aggregate of each schedule agrees with the amounts 
entered opposite its title on the face of the report 

2. Have each item under the heads Resources and Lia- 
bilities checked over to see that it is accurately set down 
and is in its proper place. 

3. Item 4 of liabilities does not include circulation for 
which lawful money has been deposited and the bonds 
withdrawn; but it does include all the notes of your bank 
issued upon the security (and not exceeding the amount) 
of whatever bonds may be, at the date of the report, on 
deposit with the Treasurer of the United States to secure 
the circulation of your bank. Whatever amount of your 
own notes may be on hand and in the Treasury for re- 
demption should be entered in the proper place below 
the total circulation so as to appear as a deduction from 
that total. The difference circulation outstanding, and 
should be so extended. 

4. Opposite iten. 3 4 at 5 of Resources state the kind 
of bonds. 

5. The average reserve and rate of interest paid should 
always be entered. In case no interest is paid, the fact 
should be stated by the word none. 

6. The books of the bank should be so kept that the 
amount of each of the items required in the report can be 
ascertained at any time and properly stated; this is partic- 
ularly necessary with respect to the subheadings of Specie. 

7. The exact amount of legal-tender notes on hand 
should be stated and never included with any other item, 

8. Whenever the report shows that the bank holds one 
or more mortgages on real estate, a brief memorandum 
should accompany it explaining the manner in which each 
mortgage was acquired. 

9. Full information as to progress made in reducing 
overdue paper, and improving the position of bad debts, 
with a note to each item as to its probable value, should 
accompany every report. 

10. It is important that the charter number of the bank 
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should appear both In the report and at the head o{ the 
publisher's certificate forwarded to this office. 

11. In case it is not possible to have the report 
promptly attested by three directors, it should, neverthe- 
less, be sworn to and forwarded immediately upon receipt 
of call; the report will afterward be returned for comple- 
tion. 

12. Every report should be sworn to before some officer 
having an official seal» who is not connected with the bank, 
and care should be taken that the seal is affixed. 

By carefully noting the above and guarding against the 
errors most common to reports, as pointed out, a large 
amount of unnecessary correspondence will be avoided. 



Bank Examinations. 

But even in addition to the detailed information 
furnished by these written reports of state banks to 
the Superintendent of Banking, and of National 
banks to the Comptroller of the Currency, it is deemed 
advisable from time to time to make personal ex- 
amination of the affairs of the bank by an examiner, 
acting as agent of the State Banking Department or 
the Federal Treasury Department. Such examina- 
tions have the effect of lessening any chances of fraud 
on the part of the bank's officers or employes and 
likewise lessen the possibility of innocent errors, 
and keep the work of the bank up to the highest 
pitch of efficiency. It may be undertaken either for 
the purpose of verifying the figures given in the 
report, making a special examination of some depart- 
ment of the bank, an appraisal of its assets, or cover 
a complete examination of the whole business of the 
institution. We need not bother with the details of 



Very respectfully* 



, Comptroller.' 
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state examinations as they are similar to those for 
National banks, though on the whole somewhat less 
rigid. We will notice the details of the examination 
of National banks, which are made twice a year. 

No Regular Time pgr Examinations. 

The visit of the bank examiner, like the call for 
reports of condition, comes at irregular intervals and 
without previous notice to the bank. An examiner 
may be sent to go over the affairs of any National 
bank at any time that it is deemed wise by the 
Comptroller of the Currency. He performs his 
work either after the close of the bank's business in 
the afternoon or before it opens in the morning, so 
far as possible, to avoid interference with the regular 
work. In the case of a large bank it will be necessary 
for the examiner to use several assistants, and even 
then the work may extend over several days, ox even 
weeks. 

Procedure. 

But the procedure is much the same as in a 
small bank, consisting in theory of a careful audit of 
the bank's accounts, examination of the conduct of 
the business, appraisal and verification of its assets. 
The work begins with the counting of the cash and 
checking these figures against the items shown on the 
teller's book. In a large bank, the counting of the 
cash alone is a heavy item and it is customary to take 
amounts marked on the outside of bags of coin and 
packages of paper currency as correct in making up 
the first set of figures, and then detail one or more 
assistants to the verification of these amounts. If it 
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is necessary to continue the counting of the bank's 
cash from one day over to the next, the amount un- 
counted is sealed by the examiner until the work can 
be resumed. 

Verifying Loans. 

After the cash has been counted, the next step is 
to verify the loans and discounts, collateral, stocks 
and bonds, and any other assets which the bank may 
have on hand. A particular note is made of all loans 
made to officers or directors of the bank or to enter- 
prises with which they are connected or in which they 
are interested. Very likely there are some items, 
such as notes which have been placed in the hands of 
an attorney, or sent away for rediscount or collec- 
tion, which must be verified by correspondence, and 
for this purpose the following form is used: 



TO THE CASHIER:— 

Tou are respectfully requested to forward, at your 
earliest conyenlence, to the National Bank Examiner, 
whose name and address is stated below, the information 
asked for in this circular. 

This information is requested solely for the purpose of 
reconciling the account of the within-named bank ^ with 
your bank at the date of examination of the former. 

The account of every national bank with another bank 
is verified in the same manner. 



Creajfucp Wtpattmtnt 
0tHtt of tfie ComptroUer of tfie Ctttremp 



Washington, D. C. 
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An addressed envelope for your reply is enclosed. 
Respectfully* 



CJomptroUer. 



National Bank Examiner. 



P. O. Address. 

Value of Securities Held. 

In verifying the stocks and bonds held by the bank, 
as investments or as collateral, careful note is made 
as to their actual worth in the market as compared 
with the valuation at which they are carried on the 
bank's books. Likewise careful attention must be 
given to any real estate appearing on the records of 
the bank, examining the deeds to see that they are 
correctly recorded and the title good. Especial care 
must be given to the figuring of the reserve to see 
that it corresponds with the legal requirements and 
to see whether this reserve is maintained at other 
times than simply at the date of the examination. 
The form shown on pages 310 and 311 is used for 
calculating the legal reserve: 

Verifying the Individual Ledger. 

A large item in the work of examining a bank with 
a great number of depositors is the verification of the 
individual ledger. The only way of making an abso- 
lute audit is to call in the pass books, but this the 
national examiner does not do. A common practice 
is to take a balance sheet of the individual ledgers on 
the date of the examination and to compare the totals 
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with the amounts shown in a general ledger state- 
ment, and in addition to choose some given day a 
week or more previous to the day of the examination 
and to make a similar test for that date. Overdrafts 
are carefully scrutinized, and they figure as one of 
the important items in the report of the bank's con- 
dition. 

Scrutinizing the Expense Account. 

A careful examiner will take particular care to see 
that the expense account of the bank bears only a 
reasonable proportion to the size and nature of the 
business. A particular item in this connection is the 
amount paid in salaries to ofiKcers of the bank. Lastly, 
an examination of the loans and discounts should be 
made with reference to the quality of the paper held, 
which includes both the value of collateral and the 
standing of the borrower. This last will include not 
only the borrower's reputation, but the condition of 
his business affairs and the amount of his obligations 
at the given bank and, so far as can be found out, 
the amount of credit extended to him by other institu- 
tions. The scope of the information obtained by a 
national bank examiner will be more clearly seen 
from a careful examination of the form shown on 
pages 313 to 320, inclusive, on which he makes his 
report to the Comptroller. If this report shows that 
the condition of the bank is unsatisfactory in one or 
more particulars, the ComptroUer, after having con- 
sidered the report, notifies the bank of the details in 
which it was found deficient and makes any sug- 
gestions which he deems advisable for the correction 
of same. 
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Other Examinations Needed. 

In spite of the official examinations, however, many 
defalcations have occurred in banks and other financial 
institutions, which could have been prevented from 
attaining anything like the proportions they did, had 
such institutions supplemented the work of the gov- 
ernment or state examiner by that of a competent cer- 
tified public accountant, acting on behalf of the 
stockholders or the Board of Directors. Apart from 
any examination which contemplates only one or two 
departments of a bank, the most reliable examination, 
and the one which is of most service, is that which 
embraces all departments made as of a given date. 
An examination of this kind not only furnishes a 
thorough verification of the accounts of each depart- 
ment, but prevents a switching of shortages from 
one department to another which, under any other 
kind of examination, can readily be done. The ex- 
amination by a National bank examiner is made, as 
we have seen, in accordance with rules laid down by 
the Comptroller of the Currency, and all reports 
are made to him. These reports are seldom, if ever, 
seen by the officers of the bank and unless the ex- 
aminer sees fit to inform them of the bank's condition 
they are none the. wiser. Nevertheless, if anything 
should go wrong with the bank, it is the officers and 
directors who are held responsible, and the blame 
must rest upon them unless they have surrounded 
themselves with all the possible safeguards for the 
prevention of a defalcation. 

Examination by a Certified Pubuc Accountant. 
The certified public accountant under these condi- 
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tions, stands ready and prepared to render his services 
to the directors and officers of a bank, to whom he 
submits his report. A bank under these conditions, 
moreover, reaps the benefit of suggestions for an im- 
provement in the system of accounting employed, 
which the accountant is able to give as a result of 
his years of experience and study. It is seldom that a 
bank obtains from a national examiner any sugges-' 
tions for an improvement in its accounting system. 
In reference to the subject of examinations made by 
certified public accountants, Hon. Charles G. Dawes, 
Ex-Comptroller of the Currency and President of the 
Central Trust Company of Illinois, of Chicago, ex- 
presses himself as follows : 

"In reference to the advisability of a periodical exam- 
ination of the affairs of banks and trust companies, made 
by experts, for the benefit of the officers and directors of 
such institutions, I will state that I deem such a course 
as most advisable. While in the larger cities the public 
examiners have, as a rule, a compensation sufficient to 
enable them to make a proper examination, the National 
bank act in its provision for compensation of examiners, 
outside of the central reserve cities, in effect places a 
premium upon hasty and incomplete work. This defect 
has been recognized by most of the Comptrollers of the 
Currency, and the attention of Congress invited to it How- 
ever, both in the central reserve cities and elsewhere, a 
periodical examination by experts of the affairs of banking 
institutions I deem important." 

Difference in Scope and Method op Examinations. 

The principal difference between the examination 
made by a certified public accountant and one made 
by an official examiner, either government or state 
is that the main feature of the official examination 
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is the appraisal of assets, as the Comptroller of the 
Currency and the state authorities generally are inter- 
ested in the solvency of the institution. If any asset 
reported by the examiner does not meet the approval 
of the Comptroller, he will immediately inform the 
bank to reduce its value or to eliminate it altogether. 
We might say that the official bank examiner, in de- 
voting his attention primarily to the clerical work, 
does not devote the proper length of time to an 
audit of the books. He takes a balance sheet off the 
ledger but does not caU in and balance the pass books 
of depositors. He examines the collateral for loans, 
but does not verify from the borrower the ,correct- 
ness of the amount. The examination of the national 
bank examiner would be far better if he exercised 
his power **to examine any of the officers and agents 
thereof on oath." This power is rarely, if ever, exer- 
cised by the examiner, but it is the most important 
power which he possesses. 

The examination by the certified public accountant 
concerns itself very little with the appraisal of assets. 
His duty is to set forth the facts as he iBnds them and 
not to comment upon any matter of business policy, 
and by reporting to the Board of Directors, or to the 
stockholders, the exact condition of the affairs of their 
institution, he paves the way for changes in the ac- 
counting system of the institution whereby improve- 
ments may be inaugurated which will safeguard to 
even a greater extent the money entrusted to them 
by the depositors. By presenting a report of the 
affairs of the bank to them, he indirectly furnishes 
information which oftentimes results in a change 
being made in the character of the assets on hand. 




CHAPTER XX. 



CIVIL AND CRIMINAL LIABILITIES. 

The first duty of those in control of the affairs of 
the bank is to so manage the business that it shall be 
safe and solvent at all times. But the protection of 
the bank's customers as they should be protected is 
an ideal that frequently comes into conflict with the 
desire to make the largest possible profit and pay the 
biggest dividends on the money invested. Without 
some positive regulation from outside authority, 
many banks would not keep up to the necessary 
standard of caution and trustworthiness. Laws have 
been passed by both the State and National govern- 
ments to settle this responsibility on the shoulders of 
those to whom the public intrust their money, and to 
provide penalties for failure to properly handle and 
account for such funds. These regulations are de- 
signed to prevent loss not alone through dishonesty, 
but through bad management as well, and relate to 
two classes of persons, first those who are in control 
of the bank's affairs and use their position of trost 
to the harm of the bank, and second those who hold 
clerical positions in the bank and in this way are able 
to make away with its funds. 

BsSPONSIBILnT OF STOCKHOLDERS. 

The first responsibility for bank losses falls upon 



824 




CIVIL AND CRIMINAL LIABIUTIES 



325 



the stockholders. That is, in ease the bank fails they 
must leave the whole of their capital interest to meet 
its debtSy as do the stockholders of all incorporated 
companies. But in addition to this, the National 
Bank Act provides that stockholders in all National 
banks shall also be liable for an additional amount 
equal to the amount of their stock holdings. Many 
States have also seen fit to make stockholders in State 
banks liable for double the amount of their capital 
subscriptions. 

The Boabd op Directors. 

But the stockholders are not the actual managers of 
the bank. They delegate this work to a Board of 
Directors, and it is on them, therefore, that the real 
responsibility lies. This is a responsibility, unfor- 
tunately, that has too often not been felt by the 
directors, but has been put off by them upon the 
president or executive committee or even upon the 
cashier. Many boards of directors have become mere 
figure heads, meeting at rather long intervals to 
ratify any and every action that the president or 
committee has seen fit to take in the meantime. 
Such directors never make an examination of their 
own to ascertain the actual state of the bank's 
affairs, and while lending their approval do not really 
know whether its business is being run on sound 
principles or not. In New York State the law compels 
directors to examine in June and October. Many a 
bank has failed or suffered loss because of directors 
who did not direct, and for this reason the Comptroller 
of the Currency has insisted that when National banks 
are examined this point must be looked into. His idea 
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of the proper scope of a bank director's knowledge 
of his bank is shown in the following set of questions 
which he has prepared for the use of bank examiners : 

The Examineb^s Enquiry. 



To the National Bank Examiners: 

Hereafter upon entering a bank for the purpose of 
making an examination, the board of directors should be 
immediately convened by the direction of the examiner, to 
enable him to obtain the information necessary to answer 
the following questions. The members of the board should 
be advised that the inquiries are made by direction of the 
Comptroller of the Currency. 

This statement must accompany and form a part of 
report of each examination. 



1. What is the number of directors of the bank? 

2. What number was present at this examination? 

3. How many of the directors know the condition of 

the bank in all its details? 

4. How many have but a general knowledge of the 

condition of the bank? 

5. How many know nothing at all about the condition 

of the bank? 

6. How many attend board meetings with regularity? 

7. Have the directors full knowledge of the habits and 

general standing of the bank's employees? 

8. Do the directors approve loans before or after they 

are made, or leave this important duty to a com- 
mittee, or to the officers of the bank? 

9. If they approve loans, is their approval of record 

in each case? 
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10. Can the directors certify to the genuineness of the 

signatures to the notes discounted by the bank? 

11. Do the directors authorize overdrafts? 

12. Do they tacitly permit officers to allow overdrafts? 

13. Do any of the directors, other than members of the 

discount committee, examine and verify loans 
and discounts? 

14. How often do the directors examine and list all 

collateral held by the bank? 

15. How often do the directors examine and list all 

stocks, securities and real estate mortgages 
owned by the bank? 

16. Do the directors direct the calling in and balancing 

of pass-books and satisfy themselves as to the 
correctness of the work? 

17. Do the directors require the verification of accounts 

current at irregular or stated dates and satisfy 
themselves as to the correctness of accounta? 

18. Have the directors verified outstanding certificates 

of deposit, certified checks and cashier's checks? 

19. Have the directors examined into the condition of 

the lawful money reserve? 

20. Do they know whether or not bank notes are carried 

into the reserve? 

21. Does a committee of the directors count the cash 

periodically? 

22. Has a committee of the directors ever checked up 

the stock ledger? 

23. Have the directors compared the bank's copy of its 

last report of condition and statement of earn- 
ings and dividends with the books of the bank as 
of the same dates? 

24^ How many of the directors read the letters of 

criticism from the Comptroller? 
25. Do they read carefully the replies made in answer 

to letters from the Comptroller? 
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26. What Steps are taken by the directors to correct 

matters criticized by the Comptroller? 

27. How many of the directors have read the National 

Bank Act? 

26. How many know the duties of directors and what 
the courts have decided as to the responsibility 
and liability of directors? 

Restrictions to be Observed. 

There are several specific restrictions laid down by 
the laws to guide directors, by regulating the manner 
of conducting the business of the bank, instead of 
leaving it to the discretion of directors and officers 
entirely. Thus National banks are restricted in the 
following particulars: 

1. No National bank may start in business until 50 per 

cent of its capital has been paid in. The re- 
maining 50 per cent must be paid within the 
next five months. 

2. Every director must own at least ten shares of the 

capital stock. 

3. No director, officer or employee of the bank may act 

as proxy for any stockholder. 

4. The bank may buy or hold only such real estate as 

it is obliged to take over to secure the payment 
of a bad debt, or as is used as the site for its own 
bank building. 

5. No check shall be certified for an amount larger 

than that which the drawer of the check has on 
deposit with the bank at the time. 

6. No rate of interest higher than the legal rate for 

the State in which the bank is situated may be 
charged. 

7. The bank may not declare a dividend until there 

has been accumulated a surplus equal to twenty 
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per cent of the bank's capital, or if such surplus 
has not yet been accumulated* ten per cent of 
the profits must be added to this fund before a 
dividend is declared. 

8. A National bank is not permitted to deal in its own 

shares, but may take them in settlement of a bad 
debt In that case they must be disposed of 
within six months. 

9. A debt due a National bank on which interest is in 

default for six months, may not be counted as a 
good debt unless amply secured and in process 
of collection. 

10. A National bank may not draw money from its 

capital account to pay a dividend. 

11. No loan may be made to a single individual or cor- 

poration in excess of ten per cent of the capital 
of the bank actually paid in. 

FoRPEiTUBE OP Charter. 

Under these regulations, the directors are re- 
strained from the unsound practices that have been 
all too common in the management of other corpora- 
tions, such as declaring dividends out of capital, 
trading in their own shares, and the like. To enforce 
these provisions of the banking laws the authorities 
have the power to take away the bank's charter as 
well as to enforce the double liability of sharehold- 
ers for loss arising from such violations of the law. 

Penalties. 

Besides these general regulations of the manner of 
conducting the affairs of the bank, Article 5,209 of 
the National Bank Act lays down penalties for the 
misconduct of officials and employees as follows: 

"Every president director, cashier, teller, clerk or agent 
of any association who embezzles, abstracts^ or willfully 
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misapplies any of the moneys, funds, or credits of the asso- 
ciation, or who, without authority from the directors, 
issues or puts in circulation any of the notes of the asso- 
ciation; or who, without such authority, issues or puts 
forth any certificate of deposit, draws any order of bill of 
exchange, makes any acceptance, assigns any note, bond, 
draft, bill of exchange, mortgage, Judgment, or decree, or 
who makes any false entry in any book, report or statement 
of the association with intent, in either case, to injure or 
defraud the association or any other company, body politic 
or corporate, or any individual person, or to deceive any 
officer of the association or any agent appointed to ex- 
amine the affairs of any such association; and every per- 
son who with like intent aids or abets any officer, clerk, or 
agent in any violation of this section, shall be deemed 
guilty of a misdemeanor, and shall be imprisoned not less 
than five years nor more than ten." 

Examples. 

To illustrate the application and operation of these 
requirements and restrictions we can perhaps not do 
better than to notice in detail two specific cases of 
their violation and the action that was taken in re- 
gard to it. These illustrate an unfortunate tendency 
for bankers to regard the institution of which they 
are president as '*tiieir" bank, and to use its functa 
for their own purposes without regard to the fact 
that they are, or should be, in a position of trust as 
regards the patrons of the bank. These cases are, 
first, that of the failure of John R. Walsh of Chicago, 
second, that of Henry Lear of Doylestown, Pennsyl 
vania. The first is that of a man who was interested 
in perfectly legitimate business enterprises, but al- 
lowed his bank to become involved through the diffi- 
culties of these other concerns. The second is that 
where a president and cashier of the institution became 
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embarrassed through stock market speculation and 
made away with the bank's funds in order to make 
good their own personal losses. 

The "Walsh Case. 

John R. Walsh was a man who had risen by his 
own efforts to a position of some prominence in Chi- 
cago and was president of the Chicago National 
Bank, a bank which at the time of its last statement 
showed a capital of $1,000,000, a surplus of $1,000,- 
000, and deposits of $14,000,000. He was also at the 
head of the Equitable Trust Company and the Home 
Savings Bank, which had together deposits of nearly 
$10,000,000. Besides this, however, Walsh became 
interested in the Bedford Stone Quarries in south- 
em Indiana and because of freight diflftculties began 
the construction of a railroad to carry the products of 
these quarries to certain connecting lines. He involved 
his banks in purchases of the securities of this rail- 
road enterprise and, because of his position, was en- 
abled to have the securities taken over at his own 
valuation. In this way the bank was loaded up with 
$2,614,377.00 of bad investment which finally in- 
volved the bank so deeply that it was closed by the 
Comptroller of the Currency and Walsh was arrested 
and indicted l)y the grand jury on a charge of making 
false bank statements and misapplying funds.' 

The Indictment. 

There were originally 182 counts in the indictment 
but it was later reduced to 150, covering transactions 
in memorandum notes," sales of bonds, and payment 
of funds in these improper transactions. The direc- 
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tors testified that they had known nothing of these 
loans but had allowed Walsh to make them, or he had 
made them, without consulting or informing the direc- 
tors of them. Walsh entered as a defense that he had 
considered the use he had made of the funds to be 
legitimate, that the loans had been necessary to pro- 
tect the bank's original investment^ and that the 
security was not worthless. He also argued that he 
had sacrificed the whole of his own and his wife's 
fortune to make good the loss and that he had acted 
for the interest of the bank, not for himself, and had 
been free from criminal intent. The prosecuting 
attorney, however, pointed out that Walsh had ob- 
tained control of certain large properties without 
cost to himself, having obtained the funds by dis- 
counting memorandum notes at his bank on worth- 
less or inadequate security and he had also sold bonds 
of the concerns to his bank when the lines were not 
yet in operation and the bonds of the most doubtful 
value. His employees had been used as dummies in 
signing the necessary notes to carry through the 
transactions. 

The Verdict. 

The case went against Walsh and a verdict of 
guilty was returned, based on 54 counts of the in- 
dictment, and Walsh was sentenced to serve five 
years in prison. The comment of the presiding 
judge is worth noticing. He said : ' ' It is my deliberate 
conviction that a more reckless and utter disregard 
for the law has never been shown in any case within 
my experience. Peeling thus, it was with considerable 
misgiving, if I may so speak, that I sat yesterday for 
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more than three hours and heard the counsel for the 
defendant argue that the government had failed to 
show criminal intent. I had occasion to say, in a 
ruling upon a motion made by defendant's counsel, 
that no man can serve two masters. To my mind that 
is the key to this whole situation. The defendant 
was a banker, and a man who is a banker should be 
nothing but a banker. He must not use the bank's 
money for railway or other speculation. Whereas, 
proof showed that the defendant loaned to himself 
substantially seven-tenths or three-fourths of the 
entire assets of this National Bank, which was in- 
vested, not in property which had been developed, but 
in railroads and other properties which he hoped to 
develop." 

The Doylestown National Bane. 

In the case of the Doylestown National Bank, 
George P. Brock, the cadiier of the bank, and Henry 
Lear, president of the bank, were both shown to have 
been engaged in unsuccessful speculation in the stock 
market. Lear was also interested in numerous local 
enterprises. Both were indicted for embezzlement, 
abstraction, and wilful misapplication of funds of 
the bank. The case was tried on this last ground 
and it was shown that the cashier overdrew his 
account by issuing checks which were not charged 
as they should have been, but were carried in the 
drawer as cash until such time as he saw fit to take 
them up by giving his personal note for the amount. 
Such an action was of course making him a loan and 
should have been passed upon by the directors, but 
they knew nothing of the transaction. Several of 
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these checks were drawn to the order of a firm of 
Philadelphia brokers, and clearly indicated the nature 
of the transaction for which they were used. Brock 
maintained that the cashier's checks were issued to 
customers, but the evidence was against this and 
showed clearly that they were overdrafts of Brock's 
own account. 

Similar loans were made to Henry Lear, President 
of the bank, and it was shown that he had his atten- 
tion called by the Comptroller of the Currency to 
the fact that his indebtedness to the bank was larger 
than it should have been. Both Brock and Lear were 
convicted of wilful misapplication of funds, and this 
verdict was upheld upon appeal and both were sen- 
tenced to five years imprisonment in the state peni- 
tentiary. 

Need op an Object Lesson. 

Some people have been inclined to think that the 
action in these cases was unduly severe, and have ex- 
pended a great deal of sympathy. But the fact re- 
mains that these men stood in a position of 
trust to the creditors of their respective banks, and 
that they used that trust to further their own ends 
and purposes, using others' money in their own reck- 
less and selfish operations, without any thought of 
the possible distress and suffering that the loss of 
this money was bound to inflict on those whose con- 
fidence they had betrayed. It may be that there are 
some grounds for criticism of the precise details, 
but it cannot be denied that it was high time that a 
lesson was to be taught to those occupying positions 
of trust in American banks and they be made to 
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realize that the bank is not ''their'' bank to use its 
funds for personal schemes as they might see fit. 
Only as the public find that money in a bank is safe 
from those who are supposed to guard it, can they 
be expected fully to use the banking system by 
placing their funds on deposit, where it will build 
up the banking reserves of the country and serve to 
broaden the basis of our credit structure. 
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THE TRUST COMPANY, 



The trust company represents a special form of 
banking which comes relatively late in the financial 
development of a country, becoming important only 
when capital has been accumulated in considerable 
amounts. The commercial bank deals in credit and 
aids in the creation of wealth. It discounts biUs and 
issues notes. But the Trust Company deals in capital, 
and its pirincipal work is not to increase wealth but 
to protect or conserve that already in existence. The 
commercial bank handles active funds; the trust 
company principally those which are inactive, and 
it therefore supplements the work of the commercial 
bank. Of course, no sharp line of division can be 
drawn between the two, because some institutions 
combine the activities of both the bank and the trust 
company, where the banking laws are not such as to 
prevent such an arrangement. In such cases the two 
kinds of business constitute two separate depart- 
ments, which should be kept absolutely separate and 
distinct from one another. 

Origin op the Trust Company. 

While the trust company is in a certain sense a 
development out of the banking system, the distinc- 
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tive activities of trusteeship were largely i)erfonned 
before the days of trust companies by private in- 
dividuals. It was a private individual who acted as 
trustee, administrator, guardian, or receiver. But 
as wealth accumulated and such trusts became more 
frequent and involved larger and larger sums of 
money, such hit-or-miss arrangements for the ad- 
ministration of accumulated wealth proved to be very 
inadequate. 

Faults op the Old System. 

A man would frequently name in his will an 
old business associate as the executor of his estate 
or as the guardian of his children or as the trustee 
of a fund which he wished to set aside for some 
particular purpose. But such an arrangement puts 
a responsibility on the person so named which may 
be very unwelcome. It is likely to be an added 
care in an already busy life, or to interfere with plans 
of retirement from active business, or with a trip 
abroad, or a vacation nearer home. Often for one of 
these reasons or by the death of the person first 
named, or because of his refusal to act, a new trustee 
would have to be found before the funds had been 
disposed of and the estate finally settled. Besides the 
inconvenience of such a change, a new man would 
have to acquaint himself with all the details and re- 
quirements of the situation, and such a change of 
management was often very unfortunate to those 
concerned. 

The Matter op Security. 
Another difiScult7 of the old system was due to 
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the lack of adequate security. Even an old businete 
associate may prove to be dishonest or unable to re- 
sist the temptation to use trust funds for his own 
purposes. While such a step might be taken with 
complete confidence that the results of such a use of 
the funds would be most favorable, many a trust 
fund has been entirely wiped out in this manner, and 
the trustee at the same time stripped of his private 
fortune, which he had risked in the same venture, 
with the result that he is entirely unable to restore 
the money which he had thus applied. 

Advantages op the Trust Company. 

To meet such needs as this the trust company has 
come into existence. In place of an often unwilling, 
sometimes dishonest, and none-too-safe trust agent, 
likely to die or resign at any moment, it offers a 
highly-trained, permanent agency, always ready and 
willing to serve in this important capacity, and safe 
and honest beyond any reasonable doubt. The 
modem trust company has both increased and per- 
fected the work of the old private trustee, and made 
what was a grudging, uncertain, personal relation a 
well-defined and well-regulated business service at a 
moderate rate of remuneration. The Knickerbocker 
Trust Company, of New York, points out the follow- 
ing advantages of the trust company as trustee : 

**A trust company is preferable to individual 
trustees, because it possesses every quality of desir- 
ability which the individual lacks, to wit: — 

(1) Its permanency; it does not die. 

(2) It does not go abroad. 

(3) It does not become insane. 
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(4) It does not imperil tlie trust by failure or dis- 

honesty. 

(5) Its experience and judgment in trust matters are 

beyond dispute. 

(6) It never neglects its work or hands it over to un- 

trustworthy people. 

(7) It does not refuse to act from caprice or on the 

ground of inexperience. 

(8) It is invariably on hand during business hours 

and can be consulted at all times. 

(9) Its wide exi)erience of trust business and trust 

securities is invaluable to the estate. 

(10) It is absolutely confidential. 

(11) It has no sympathies or antipathies and no 

politics. 

(12) It can be relied upon to act up to its instructions. 

(13) It does not resign. 

(14) All new investments of value suitable for trust 

estates are offered in the first instance to trust 
comi>anie8, and in that way it has a choice of 
valuable security; and as its purchases are on 
a scale of magnitude, it can usually buy at a 
rate which is lower than that at which the in- 
dividual trustee can purchase." 

Alleged Disadvantages. 

On the other hand, it is contended that the tmst 
company has no personal interest in those for whom 
it acts and that while it does furnish undoubted 
security of the funds entrusted to it, it does not take 
the pains which are necessary to obtain the highest 
rate of iretum when such funds are invested. Such a 
lack of interest would undoubtedly neutralize the 
superior opportunities for investment which the trust 
company derives from its position, but since the 
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growth of its business, and therefore its prosperity, 
depends upon the reputation which it makes for ob- 
taining a satisfactory return from invested funds, 
it seems fair to assume that no efforts will be spared 
to make this return as large as possible. 

Functions op the Trust Company. 

We will discuss the work of the trust company 
under four principal heads: first, individual trusts; 
second, corporate trusts; third, safe deposits; fourth, 
insurance and suretyship. We will also have a word 
to say about the savings and banking business which 
trust companies sometimes include in their activities, 
though these are not a part of a trust business in the 
strict sense. 

Individual Trusts. 

We begin with the individual trust, because this is 
the field first entered by trust companies and it will 
always remain a very important part of their work. 
Trust companies are given power to act as executor, 
administrator, guardian, or trustee, either by being 
named as such in a will, by selection of the benefi- 
ciaries of a deceased person, or by appointment of the 
court. In such capacity, the company takes out the 
necessary testamentary letters upon the probate of the 
will and proceeds to advertise the settlement of the 
estate, and superintend the collection of moneys due 
or accounts payable, and when all these claims have 
been settled makes the proper report and accounting 
to the court. 
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As Guardian, 

Similarly, a trust company may be appointed as 
a gruardian of children not yet of age or of 
persons who by reason of their youth or because 
of insanity, habitual drunkenness, or the like, are 
deemed incapable of managing their own affairs. 
Such appointment will be made by the court and the 
trust company will then proceed to manage the 
affairs of such person until discharged from that oflSce 
by the court, upon the coming of age of such minors, 
or when other incapables are restored to normal 
health. Under a trust agreement, the company may 
hold both real and personal property, and it is be- 
coming very common to transfer real estate to a trust 
company under a trust deed, instead of using a mort- 
gage as formerly. 

Agent, Attorney or Receiver. 

Any person desiring to be absent from his home or 
business can appoint a trust company as his agent or 
attorney in his absence, to receive all rents, bills or 
other payments in his stead, and to make all pay- 
ments of salaries, taxes or whatever may be necessary 
in the owner's absence. In the case of business fail- 
ure or insolvency, trust companies are frequently 
named as assignees or receivers, and as such, conduct 
the business under general direction of the creditors 
or of the court by whom they were appointed. In 
fact, there is no capacity in which one individual can 
act for another, whether living or dead, which cannot 
be filled by the trust company, under the proper legal 
authorization. 
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Corporate Trusts. 

Corporate trusts are similar in a general way to 
individual trusts, a corporation being regarded as a 
legal person, having many of the same powers as 
natural persons. In the course of its business it often 
has occasion to use the trust company much as does 
an individual. There will, of course, be no occasion 
for an executor or administrator, since a corporation 
does not die but is given the right of perpetual exist- 
ence. In case of business embarrassment, however, 
it may assign its business to a trust company or the 
creditors may have such a company appointed by the 
court to act as a receiver and manage the company's 
affairs until it shall be again in a prosperous condi- 
tion and its creditors satisfied, or, if necessary, to 
wind up its affairs. It is very common also for cor- 
porations to appoint trust companies as their agents 
for the performance of special services, such as act- 
ing as trustee under a mortgage or trust deed, or as 
fiscal agent, registrar or transfer agent. 

Trustee Under a Mortgage. 

As trustee under a mortgage, the trust company 
protects the purchasers and holders of the bonds of 
the company. It authenticates all bonds or short- 
term notes issued subject to the provisions of such 
a mortgage. It does this by placing upon it some 
certificate intended to identify the security, such as 
the following: **It is hereby certified that this is one 
of the bonds described in the mortgage or deed of 
trust within mentioned.*' This is then signed in the 
name of the company by its president or other offi- 
cial. In case of default of the company on a bond 
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HO certified, the trust company looks after the interest 
of the holders of the bonds. 

Fiscal Agents. 

As fiscal agent the trust company distributes in- 
terest and dividend payments to holders of the cor- 
poration's stocks and bonds, holds such sinking funds 
as may be set aside for the extinguishment of the 
outstanding obligations of the company or the pro- 
tection of its security holders and attends to redemp- 
tion of bonds or short-term notes of the company, and 
any similar matters which may be entrusted to it. As 
registrar, it certifies that each stock certificate or 
bond has been properly authorized, and thus prevents 
over-issue of these securities and therefore protects 
the purchasers. This is as far as the trust company 
is bound to go in guaranteeing the securities which it 
handles, but many people have supposed that the 
trust company puts their stamp of approval on all 
stocks and bonds for which they act as registrar, 
trustee, or fiscal agent. 

Degree op RESPONSiBnJTY. 

To-day the best companies are beginning to take 
more responsibility in this particular and are doing 
all in their power to protect investors. They fre- 
quently hold themselves morally bound even where 
there is no legal responsibility. They often prescribe 
the wording of the mortgage or trust deed and make 
sure that there is no flaw or technical error in it, as 
well as recognizing the responsibility for fraud or 
gross negligence on the part of employees. Corpora- 
tions, particularly if not already well known, may 
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derive considerable benefit from the reputation and 
standing of the trust company which acts as tmstee 
under their mortgage or as registrar of their securities. 

The Transfer Agent. 

Along with these duties generally goes that of 
acting as transfer agent. "Where securities are 
actively traded in, there will be very frequent need 
of recording these changes of ownership and of hav- 
ing the names of new holders properly entered 
upon the books of the corporation. The large stock 
exchanges require that all active stocks shall have a 
transfer agent, who maintains an office convenient to 
the exchange, where the holders of securities, or their 
duly appointed attorneys, may arrange for the trans- 
fer of such securities. The New York Stock Exchange 
requires that any company desiring to have its secur- 
ities admitted to exchange dealing must '^maintain a 
transfer agency and registry office in the City of New 
York, Borough of Manhattan.** Both the transfer 
agent and the registrar must be acceptable to the com- 
mittee on stock list and the registrar must file with the 
secretary of the exchange an agreement to comply 
with the requirements of the exchange in regard to 
registration. For this service the trust company is 
admirably fitted. 

Corporation and Trust Company. 

The same company may act as trustee of a corpor- 
ate mortgage and registrar of the company's securi- 
ties, but the exchange expressly forbids the same com- 
pany to be, at the same time, both registrar and trans- 
fer agent. However, they express a distinct preference 
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for the trust company in the capacity of trustee, as 
shown by the following quotation from the require- 
ments of the Stock List Committee: 

"The Committee recommends that a Trust Company 
or other Corporation should be appointed Trustee of 
each Mortgage or Trust Deed; when a State Law re- 
quires the appointment of a local indiyldual Trustee, 
then a Trust Company or other Corporation should be 
appointed as Co-Trustee." 

Indeed the trust company often watches over the 
financial interests of a corporation from the start, 
acting as manager of a syndicate which collects the 
necessary capital to float its stock at the time of its 
organization, or to sell further issues of stock or of 
bonds when it needs additional capital for the de- 
velopment of its business. 

Sapb Deposit. 

The trust company does not merely attend to the 
safeguarding of funds or securities of individuals or 
corporations. In addition to these services it gen- 
erally maintains a safe deposit department where it 
stores personal property of many sorts whose owners 
consider them to be too valuable to be kept in their 
own possession. This was one of the earliest of bank- 
ing services but has now been largely given over by 
commercial banks to trust companies. The company 
is usually obliged to construct extensive safes for the 
proper storage of its own valuable papers, deeds, 
bonds, mortgages and cash, and is, therefore, natur- 
ally in a favorable position for furnishing a like 
service to the public. In the large cities a few con- 
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cems devote themselves entirely to this branch of the 
business, but it is much more common to find a trust 
company occupying the main floor of a building 
which bears its name, and devoting the basement to 
safe deposit vaults. 

Peivatb Boxes. 

Here are provided compartments of various sizes 
to suit the needs of individuals, firms or corporations. 
These are arranged around the sides of a burglar* 
proof room to which no one is admitted except those 
presenting proper identification cards; sometimes a 
pass-word is also used as an additional precaution. 
The deposit vaults are guarded both day and night, 
and often a record is kept of every person entering 
theuL The renter of the box or his agent, on showing 
proper written authority, may open the box in the 
presence of a representative of the trust company. 
The tnust company retains one key to each of these 
deposit boxes and furnishes the renter with a dupli- 
cate. In case this is lost, the lock must be cut open 
and the expense borne by the person at fault. 

General Deposits. 

The objects stored in safe deposit boxes are of 
many kinds, but mostly money, securities or other 
valuable papers, and jewelry. Most companies main- 
taining safe deposit departments also receive de- 
posits of valuables (other than stocks or bonds or 
jewelry) for safe-keeping, where no safe or deposit 
box is rented. In such case the depositor receives 
from the company a certificate of deposit as follows: 
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THE NEW ERA TRUST COMPANY. 
No Date, 191 

This is to certify that 

has deposited with THE NEW ERA TRUST 

COMPANY for safe keeping 

said to contain valued at | 

for which the sum of | has been paid to 

this Company. 

In consideration whereof the said deposit is to 
be safely kept by this Company, subject to the 
conditions and regulations thereof, or sooner if 
demanded by said depositor, it shall be returned 
to in good order upon the sur- 
render of this Certificate and identification of the 
depositor if required. 



Safe Deposit Supt. 

Record Forms. 

On the back of .this certificate are printed such con- 
ditions as the company may make as to the nature of 
deposits accepted, conditions of withdrawal or of 
settlement in case of loss. The company generally 
reserves the right to replace the deposit in kind if 
they prefer to do so instead of paying for it at the 
depositor's valuation. There is generally included 
also a form of release to be signed when the deposit 
is withdrawn. This is sometimes also included on 
another card along with a form acknowledging the 
receipt of the certificate of deposit, like the following: 

RECEIPT AND IDENTIFICATION PGR VALUABLES. 

Date 191 

hereby acknowledge the receipt of Certifi- 
cate of Deposit No. for deposited 
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by in the Storage Vaults of The New 

Era Trust Company^ valued at | and containing 

either certificates of stock, registered or coupon bonds, 
money. Jewelry, or precious stones, and hereby agree to the 
rules and regulations of THE NEW ERA TRUST COM- 
PANY in force at this date and such reasonable rules and 
regulations as may be hereafter adopted. 



Date 191 

Received from THE NEW BRA TRUST COMPANY 

the above mentioned deposit and hereby release 

said Company from all liability therefor. 



Insurance and Suretyship 

Another important service of trust companies is 
that of insurance and suretyship. The business of 
life insurance is a special form of trust but can be 
best performed by a large and highly specialized 
company, organized for that express purpose, and 
has, therefore, almost entirely ceased to be included 
in the work of modem trust companies. Life insur- 
ance and the payment of annuities were the most 
important activities of some of the early trust com- 
panies but they have discontinued the business either 
by refusing to take new risks or in some cases even 
by re-insuring their old risks in some company de- 
voted entirely to the business of life insurance. A 
more modem development of the insurance business 
is that of title insurance, and many trust companies 
maintain a separate department which undertakes the 
work of examining and insuring titles to real estate, 
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and we sometimes find such concerns known as Title 
and Trust Companies. 

PiDEUTY Insurance. 

In the field of fidelity insurance the trust com- 
pany has taken over a work formerly done by private 
individuals, and has so improved the service as to 
create a large field for itself. Until recently com- 
paratively few persons were required to furnish bonds 
to guarantee their honesty, except such government 
oflBcials as were required to handle public funds. 
Their bonds were generally signed by their personal 
friends. But to-day business is organized on a large 
scale ; instead of in the old one-man fashion, where the 
owner himself handled the cash and locked it up in a 
safe every night, big corporations now require their 
cashiers, agents and clerks to furnish fidelity bonds 
to guarantee honest handling of the money entrusted 
to them, and the fidelity insurance business has con- 
sequently assumed large proportions. In fact, there 
are a considerable number of companies who devote 
themselves to this business alone, but trust companies 
also frequently combine it with other trust functions. 

Banking Department. 

Some trust companies conduct a general banking 
business, but frequently direct especial attention to 
some particular banking service, such as foreign ex- 
change, savings accounts, or collateral loans on stocks 
and bonds, life insurance policies, or other personal 
property. It is almost necessary that the trust com- 
pany maintain a banking department for the proper 
disposal of its own funds, as it has a large volume of 
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receipts coming in from the various trusts which it 
manages, and in the same way a large number of dis- 
bursements must be made. It is natural, therefore, 
that the banking department should be extended to 
furnish a similar service to the public. The laws of 
most States limit very carefully the kinds of banking 
activities which may be engaged in by a trust com- 
pany, and generally require that such work be done 
by departments entirely separate from the general 
trust section. 

Savings Department. 

The savings department is found in a very large 
number of trust companies, and is more similar to 
a trust than to a commercial banking transaction. 
Most states lay down special rules for the conduct 
of a savings bank business and we will notice them 
in a separate chapter. 

Organization. 

Trust companies may be organized in most states 
under general articles of incorporation, but many of 
the older companies were organized by special enact- 
ment of the legislature and have since had their ac- 
tivities extended or modified by supplementary enact- 
ments. The trust company law of New York specifies 
the capitalization of trust companies, providing for 
a minimum capital of one hundred thousand dollars 
in towns of not over 25,000 inhabitants and larger 
sums, ranging up to a minimum of five hundred 
thousand dollars, in cities having a population of 
250,000 or more. Thirteen or more incorporators are 
required for the organization of such a company and 
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the State Superintendent of Banking is given power 
to grant or refuse authority to start a trust company 
within the state according as he sees fit. If he 
believes that such a company is not needed in a given 
locality, or that the laws and requirements have not 
been complied with, he may withhold his consent. 

Various State Regulations. 

In Pennsylvania trust companies must pay to the 
state treasurer a bonus of one-third of one per cent, of 
the authorized capital of the company before begin- 
ning business. Each company must have a paid-up 
capital of $125,000 or more and must present a sworn 
statement to that eflfect, together with a list of the com- 
pany 's oflScers. Massachusetts requires at least fif- 
teen incorporators and a process of advertising their 
intention of organizing, securing from the State Com- 
missioner of Savings Banks a certificate to the effect 
that such a company would promote the public inter- 
est and the filing of records of organization. The 
amount of capitalization cannot be more than one 
million dollars, nor less than two hundred thousand 
dollars. Massachusetts also requires all trust com- 
panies to maintain a fixed reserve against the deposit 
accounts equal to fifteen per cent, of such deposits 
as are subject to withdrawal within ten days* notice or 
less. Illinois has a trust company law which forbids 
trust companies from carrying on a banking busi- 
ness, and even places some restriction upon their 
power to accept trusts. 

Directors and Officers. 
Like other corporations the trust company is man- 
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aged by a board of directors selected from am<mg the 
body of stockholders, and to whom are entrusted all 
questions of the general policy and direction of the 
company's affairs. The actual daily routine of the 
business is in the hands of paid executive ofScers, 
elected or appointed by the board of directors. The 
number of such oflScers will depend largely upon the 
size and diversity of the business carried on by the 
company. Generally, unless the business is very small, 
it is found wisest to have an executive head for each 
department, so that its work can be adequately super- 
vised by a man so familiar with its needs as to 
render it most eflScient. The president of the company 
may be at the head of the department of individual 
trusts, which because of its extremely personal 
nature and the delicate and confidential relations 
involved, is generally the most important of the 
departments. 

Control op the Different Departments. 

Frequently there are several vice-presidents, each 
in charge of a department, although both president 
and vice-presidents are sometimes engaged in 
private business enterprises and have cmly an offi- 
cial connection with the trust company. The treas- 
urer attends to the actual financial operations of the 
company, carrying out the policies of investment 
decided upon by the Board of directors or the presi- 
dent, and also having in charge the company's assets. 
He is generally at the head of the banking depart- 
nent, and is responsible for the vaults of the com- 
pany and the care of all its securities, its cash 
reserves and the like. The bank cashier generally acts 
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as secretaiy of the company, keeping the records of 
its meetings, notifying ofScers of election, and other 
ordinary secretarial wort The trust oflScer who is 
the executive head of the department of corporate 
trusts has a position of great responsibility as well 
as the ofScer who is at the head of the department of 
individual trusta 

IiEOAii Counsel. 

The work of both is minutely regulated by law, and 
unless this officer is himself a good lawyer, he will 
have to depend upon a lawyer employed by the com- 
pany as a corporation counsel, for technical advice 
in many matters. As it is comparatively unusual 
to find a man possessed both of the necessary legal 
qualifications and of marked executive ability, it is 
ordinarily best to have the heads of the departments 
selected purely with ireference to the needs of their 
own department and ta employ a first-class lawyer to 
furnish legal advice for all departments. In a large 
company this office may be expanded into a legal 
department, employing such assistants as may be 
necessary. 

Bookkeeping. 

The bookkeeping of the trust company is, in gen- 
eral, similiar to the bookkeeping of commercial banks 
and savings banks. Since the trust company is the cus- 
todian of a large amount of property, both real and 
personal, which belongs to others, a great many separ- 
ate forms of records must be devised to secure a proper 
oversight of the property while under the management 
of the trust company, and to make it possible to render 
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an accurate accounting, either to the court or to the 
individuals for whom the trust was undertaken. 
Most laws require trust companies to make statements 
to the State Banking Department or Commissioner of 
Trust Companies^ at least twice a year, but there is at 
present no examination of their accounts which com- 
pares in care and strictness with the federal examina- 
tion of national banks. 

Examinations. 

In view of the great trust reposed in the directors 
and officers of the company, it is well for them to 
undertake occasional examinations of the affairs of 
the company, to make sure that accounts are kept 
with due diligence and accuracy and that the inter- 
ests of their patrons are properly safeguarded. In 
a great many cases the directors are not themselves 
possessed of sufficient technical information to make 
an adequate examination without professional assist- 
ance. In such cases they should call upon a certified 
public accountant or firm of accountants, who are 
thoroughly trained for such a service and, because of 
the penalties attached to any delinquency, are above 
any question as to their integrity. 

Income op the Company. 

The charges made by trust companies vary con- 
siderably according to the laws of the various states 
or the lack of any such specific regulation. In the 
case where trust companies are appointed as executors, 
administrators, guardians or receivers, their charges 
are subject to the scrutiny of the court, and only 
such amounts will be allowed as have become estab- 
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lished by practice in the caae of individoals rendering 
a similar service. Where estates or other trusts in- 
volve extremely large sums of money, lower rates, in 
proportion, are often charged for the service. In 
large cities where trust companies are numerous, 
standard rates will be fairly well established by com- 
petition between the different companies. 

Increase of Trust Companies. 

It is probable that the gpreat increase of trust com- 
panies in recent years has been due, in part, to the fact 
that they have not been subject to as rigid super- 
vision as have banks, particularly those incorporated 
under the federal government. Having been given a 
wider latitude in the conduct of their business, 
earnings have been proportionately higher and the 
trust company has prospered at the expense of the 
commercial bank. There have been some abuses and 
consequently talk of the desirability of taking over 
the regulation of trust companies by the federal 
government. 

Government Supervision. 

This would undoubtedly lead to a more rigid super- 
vision and some restriction of their activities and a 
consequent decrease of their earnings, but also an in- 
crease in the confidence felt in them by the public. 
Some states, even now, control by statute the kind 
of securities in which individuals or corporations 
acting as trustee may invest such trust funds. 
United States bonds, state and city bonds, and first 
mortgages upon improved real estate are the invest- 
ments almost universally approved. First mortgage 
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bonds of many of the well-known railroads which 
have not defaulted on their bonds in at least ten years 
may properly also be included and often the bonds of 
counties, school districts, and the better grade of in- 
dustrial and public service corporations. It is to be 
remembered that these investments are made with 
others' funds, and the law can hold the trustee liable 
for loss resulting from speculative transactions, al- 
though if an unusual high rate of return is reaped 
from such a speculative venture, it must all accrue 
to the person or estate to whom the invested funds 
belong. 




CHAPTER XXn. 



SAVINGS BANKS. 

There are three fairly distinct fields of banking, 
each serving a peculiar need in the business life of 
to-day. The commercial bank supplies the needs of 
the busy man of affairs^ who requires, from time to 
time, some means of buying or selling credit. The 
trust company caters to that class in the community 
which has surplus funds which they desire to have 
invested or managed by some other person, because 
of their own inability to do so. The savings bank 
appeals to still a different class. It exists for those 
who have, or can accumulate, funds only in such small 
amounts as not to admit of profitable investment 
alone, and yet which, taken together, make a total 
well worth considering on its investment possibilities. 

Teaching Theipt. 

By showing such persons how their savings can be 
made to yield them a profit, the savings bank becomes 
instructor in industry and frugality. It is thus a 
benefit to the community both because of this influ- 
ence upon the individual members of the community 
and because it accumulates money which would other- 
wise be lying idle at the risk of loss, or be spent for 
things which bring no return, and this money they 

867 



Digitized by 



358 



PRACTICE OF BANKING 



direct to the productive enterprises of the community. 
Furthermore, besides teaching industry and economy 
the savings bank makes eai^ and attractive the accu- 
mulation of funds which can later be used to actually 
improve the condition of the saver, instead of being 
frittered away from day to day in foolish expendi- 
tures. The mechanic may thus put aside each week a 
small portion of his wages, with which he finally buys 
additional or better tools, takes a course of training 
in a technical school which wiU increase his earning 
power, or starts in business for himself. 

The Purpose op Savings Banks. 

No one would be likely to deny the great benefit 
of the habit of saving both to the community and 
to the individual, but this has brought a great deal 
of sentimental nonsense into the discussion of savings 
banks. Many people have tried to put savings banks 
in a class of purely philanthropic enterprises and have 
maintained that the management should be gratuitous 
and all profits should go to the depositors. Such insti- 
tutions have generally paid exclusive attention to 
security and the return on savings has been a minor 
consideration. But if saving is to be made attractive, 
every effort consistent with safety must be made to 
make such saving profitable. For this reason the old 
idea of savings institutions is rapidly passing away, 
and a new one taking its place, which aims to have 
the savings bank produce a profit to both parties, 
those who direct as well as those who patronize it 
The philanthropic motive is very likely to run out 
after a time or to attract persons who are conspicu- 
ous for good intentions rather than for business acu- 
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men. If, however, those who condnct a savings bank 
can pay to the depositors such a part of the profits of 
the enterprise as will be an inducement to them to 
save and increase the volume of deposits, and at the 
same time can keep for themselves any additional 
profit secured from the business, men of real ability 
will be attracted, and the business become a sound 
commercial proposition. 

Origin and Grov^'H. 

Early savings banks in America were copied after 
those of England and were organized in the trustee 
form. These institutions were directed by boards of 
trustees, who gratuitously devoted their services to 
the management of its affairs, and often at first 
actually performed, free of charge, the necessary 
clerical work of the bank. The American sentiment 
swung away from this aristocratic scheme to the more 
democratic types where service is paid for. Many 
trustee banks still exist in the New England states 
and in New York, but Minnesota is the only state out- 
side of this limited section in which the idea really 
took root, and Minnesota has but ten banks of the 
trustee type. As for the whole country, the growth of 
savings banks organized as stock corporations has 
steadily distanced mutual savings banks in la^e years 
and the last report of the Comptroller of the Currency 
shows 1061 stock savings banks and 644 mutual sav- 
ings banks. The total of savings deposits on April 
28, ;1909, was $3,918,413,214. 

Savings Banks Differ From Commercial Banks. 
The principal peculiarity of savings banks is that 
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they do not permit checking accounts and that the em- 
ployment of their funds is somewhat restricted. 
Since the aim of the savings system is to employ the 
funds accumulated by the bank, for profitable invest- 
ment, it is desirable that the smallest cash reserve be 
kept on hand to make current payments. If checks 
could be drawn against deposits it would be necessary 
to keep a much larger cash reserve. Therefore, 
savings banks require notice in advance when with- 
drawals are to be made. 

NoncE OP Withdrawal. 

The amount of notice will depend upon the par- 
ticular bank, each one making rules as it sees fit. 
Sometimes banks may permit the withdrawal of small 
sums without any notice, and some banks require only 
a short time, such as ten days, no matter how large the 
amount to be withdrawn. The commonest practice, 
however, is to have the length of the notice corres- 
pond somewhat to the amount of money which it is 
proposed to withdraw. Where notice is required it 
is seldom less than ten days nor more than ninety 
days. In this way all but five or ten per cent, at 
the most, and frequently very much less of the 
amount of deposits, need be kept as a reserve, and 
practically all of the funds of the bank may be pro- 
ductively employed and bringing in income. 

SECtiETTY OP Investments. 

It is also highly essential that savings accounts 
shall be made as safe as possible, and it is therefore 
permitted that they be invested in none but the best 
investments. Government bonds always head the list 
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* of permitted securities, a list which varies in different 
places according to the various state laws. The law of 
New York state permits the investment of savings 
bank funds in bonds of the United States, of New York 
state, and of other states which have not defaulted 
in the payment of their debts during the previous ten 
years, either principal or interest of such debts, bonds 
of certain other cities specified in the law and on the 
security of first mortgages on real estate up to only a 
very safe margin of their value. This is fifty per 
cent, in the case of productive real estate and forty 
per cent in the case of unproductive property. 

Organization and Supervision. 

Savings banks are organized under the laws of the 
various states, sometimes in accordance with a general 
corporation law, sometimes according to the provisions 
of special banking laws, and in the absence of either 
of these by special act of the legislature. They are 
usually made subject to the inspection and super- 
vision of the state superintendent of banking or simi- 
lar officer or bureau, where one exists. The mutual 
savings banks are merely associations organized with- 
out capital, but stock savings banks secure subscrip- 
tions to their capital and issue stock certificates in 
the same way as do commercial banks or other cor- 
porations. 

NoncB OF Intention. 

The first step in the organization of savings banks 
is commonly the publication of a notice of intention. 
This must be published in the papers for several suc- 
cessive weeks and must specify the nature of the busi- 
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ness to be nndertakeiiy the location of the proposed « 
bank, the names of the incorporators, and in case of a 
stock bank the amount of the capital. In some states 
this is followed by an application to the proper state 
official for authority to organize such a savings bank, 
and the application must receive his approval after he 
has canvassed the situation as to the need of the 
community for such a bank, the standing and repu- 
tation of the incorporators and any other question 
which he deems to bear on the subject. In some states 
a certificate of association takes the place of the 
application and must be filed with the proper state 
authorities as a preliminary to incorporation. The 
signers of either of these papers are the real incor- 
porators of the bank, and in the case of the mutual 
savings bank offer their services as trustees, agreeing 
to accept and discharge the responsibilities and duties 
of that office. In the case of a stock institution they 
are stockholders, prominent in its organization, and 
will very likely be members of its board of directors. 
If the preliminary papers are favorably acted upon 
by the proper state authorities, the incorporators pro- 
ceed to hold a meeting for the election of directors 
and other officers, drawing up by-laws, and appointing 
the necessary committees. The organization of a 
stock savings bank does not differ essentially from 
that of any other banking institution, consisting of 
president, one or more vice-presidents, secretary, 
treasurer, cashier and other officers. 

State Regulation. 

The regulation of savings banks by the state is ex- 
tremely rigid in most of the New England states 
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and such others as have large numbers of mutual 
savings banks, but in the states where banks are 
organized under the stock form of organization the 
laws are much less rigid. Besides limiting the nature 
of the investments which a savings bank may hold, 
some states place a limit upon the size of deposits. 
It was originally intended that the savings bank 
should render a peculiar service to the poorer class of 
people, and for that reason the laws of some states 
do not permit savings banks to receive more than a 
certain amount on deposit for any one individual. 
This maximum is set at $5,000 in Pennsylvania and 
New Jersey, but in some other states is as low as 
$1,000. This rule is generally not made to apply to 
charitable or religious organizations, and individuals 
frequently avoid it by opening several accounts, of 
which they represent themselves as trustee. In many 
states the matter is left entirely to the banks them- 
selves, to be regulated as they see fit. 

Surplus. 

Savings banks are generally required to accumu- 
late a surplus for the protection of their creditors. In 
the case of mutual savings banks this is figured on the 
basis of deposits, and varies from three per cent, to 
fifteen per cent. Stock banks are required to accumu- 
late a fund of from ten to twenty-five per cent, of the 
amount of their capital stock. 

Rate of Interest. 

In the stock savings banks a stipulated rate of in- 
terest is allowed on all deposits, and the surplus earn- 
ings are then distributed to the stockholders as a 
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dividend. In the mutual bank all earnings, after meel^ 
ing the expenses of the society and setting aside what* 
ever amount may be required for a reserve, are distri- 
buted among the depositors. Some mutuals make this 
distribution simply in proportion to the amount of the 
deposit, but others divide depositors into several 
classes according to the length of the time they have 
been associated with the association, character and 
amount of their accounts, and aUow different rates of 
dividends on this basis. In some states the maximum 
annual rate is set at five per cent, and special divi- 
dends may not be declared of tener than once in three 
years. 

DiRECTOBS OB TRUSTEES. 

The organization and management of the savings 
bank are not particularly different from those of a 
commercial bank. There is a board of directors, which 
has general supervision and conducts the affairs of the 
bank either directly or through various committees, 
such as a finance committee, investment committee, 
auditing committee, and perhaps one or two others. 
In a mutual savings bank the board of trustees takes 
the place of the board of directors and has entire 
charge of the affairs of the savings association. The 
officers of a savings bank consist of a president, one 
or more vice-presidents, secretary, cashier or treas- 
urer and, in the case of large institutions, very often 
an auditor and counsel. The treasurer is the financial 
executive of the mutual savings bank and occupies the 
same position as the cashier in a stock savings bank. 
In large mutual banks, another officer, known as the 
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comptroller, is appointed to assist the treasurer in his 
work. 

Clerical Force. 

The actual clerical work of the savings bank is car- 
ried on by a paying teller, receiving teller, or the two 
combined in the hands of one derk, together with such 
bookkeepers, clerks, messengers and other assistants 
as may be needed. In a large bank there may be sev- 
eral paying or receiving tellers. Naturally the nature 
of the business is such as not to require separate note * 
tellers, collection clerk and discount clerk* 

Routine op a Savings Bank Account. 

The manner of opening and conducting a savings 
account is but little different from that which we have 
seen in connection with the commercial bank. The 
depositor wishing to open an account will put his 
name and other information which the bank may de- 
sire upon a signature card which it furnishes for the 
purpose. In making a deposit, he lists the separate 
items on a deposit slip and turns them over to the re- 
ceiving teller, who enters them in the depositor's book. 
Most savings deposits are in the form of cash, but 
checks or other cash items will generally be accepted 
by the bank for collection, and be credited to the 
depositor's account as soon as collected. The head- 
ings and form of the savings bank pass book differ 
somewhat from those of the regular pass book, as we 
see from the speciimen on page 366 : 
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Pass Book Must be Presented. 

This pass book must be presented by the depositor, 
not only when he desires to make a deposit, but also 
whenever he desires to withdraw money from his 
account. Withdrawal may be made in one of two 
ways, either by a receipt signed by the depositor or by 
an order of the depositor upon the bank to pay to 
some other person. In either case the pass book must 
be presented to have the withdrawal recorded. The 
form of receipt signed by the depositor is shown on 
page 368. It is usually filled out by the paying teller, 
and simply signed by the person making the with- 
drawal. It wiU be seen that such an order is by no 
means the same as a check upon a commercial bank, 
and cannot circulate as checks do from hand to hand, 
because the depositor's pass book must be presented 
with such an order before the payment will be made. 

OuT-OP-TowN Accounts. 

It is now becoming quite common for savings banks 
to solicit accounts from a distance, and remittances 
are sent by mail accompanied by the pass book and a 
letter of transmittal. The bank then enters the 
amount of deposit and notifies the depositor in a letter 
like the following: 



Dear Sir:— 

Tour favor of the 2Sth ult containing a deposit of 
1100.00 has been received. This amount is credited on the 
pass book which we return to you herewith. 



Chicago, 111., Jan. 1st, 1910. 



Mr. John Doe, 



Harrisburg, Pa. 



Yours very truly. 



Richard Roe, 



Cashier. 
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Savings Bank Accounting. 

The accounting &(ystem of the savings bank does not 
differ particularly from that of other banks, except 
in the matter of keeping the interest accounts of de- 
positors. Most banks compute interest at fixed periods 
every three months, or six months, or annually, and 
for this purpose use an interest and balance sheet like 
the following: 



January* 1910. 



Number 


6 Mofl. 


3 Mo8. 


No. Int 


Int. 


Balance 


Number 























































































Computation of Interest. 

By the use of this form a trial balance is secured of 
all the customers' accounts and at the same time the 
interest is computed. This interest will be entered 
upon the customer's pass book the next time it is pre- 
sented at the bank. Most banks allow interest on only 
such sums as have been left on deposit for at least 
three months, and such a form as that shown above is 
adapted to the use of such a bank. Here all sums 
that have been on deposit less than three months are 
left in the **no interest'* column. If this bank were 
one which allows four per cent, interest, it would 
simply compute two per cent, upon all sums which 
have been carried to the six months' column and one 



Digitized by 



370 



PRACTICE BAKKINO 



per cent, upon all sums in the three per cent, column 
and carry this total to the interest column. This 
amount is then added to the customer's previous bal- 
ance and placed in the column headed balance/' 

Investment Record. 

A complete set of record books must be kept cover- 
iiig all the investments made by the bank. In the case 
of mutual savings banks, this accounting system will 
be comparatively simple, because the funds are in- 
vested only in bonds and first mortgages, and the ac- 
counts are comparatively inactive. In the case of 
stock savings banks, however, purchases of commer- 
cial paper are made, and for the purpose of keeping 
watch of these accounts, loan registers, ticklers, and 
other books of record, such as we have spoken of in 
connection with the commercial bank, will be required. 
Every savings bank will keep a mortgage loan book 
and insurance record, to cover the records for those 
respective transactions and also an interest book, con- 
taining the record of income received by the bank 
upon its various investments and loans. The cash 
book, journal, and general ledger of the savings bank 
present no peculiar features. The stock savings bank 
will also maintain a stock ledger, registry and transfer 
record, and a dividend book. 

Savings Departments. 

In recent years there has been a very strong ten- 
dency towards the organization of savings departments 
in connection with regular commercial banks, both 
State and National, as well as with trust companies. 
In some of these, the savings department has become 
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the most flourishing department of the bank's work. 
Such savings departments are generally not separated 
from the other business of the bank, except in so far 
as their accounts must be kept in a separate set of 
books, and interest credited to them from time to time. 
Such a department draws large supplies of cash into 
the bank, which is generally a highly desirable feature 
of them. The funds obtained from such a savings 
department are not kept separate from the general 
funds of the bank, but are used for purchases of com- 
mercial paper, the making of loans and discounts, or 
any other purposes which the management of the bank 
deems fitting. 

Volume op Savings. 

The importance of savings banks in the United 
States to-day may be judged from the following fig- 
ures. There were in the United States in 1909 1,703 
savings banks with 8,883,863 depositors. The amount 
of deposits was $3,713,405,709.80, or an average of 
$420.45 for each depositor. The average for each 
depositor in New York was $509.28, and the total 
savings of the country amounted to $41.75 per capita 
for all people in the United States, 
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PRIVATE BANKERS. 



It is a mistake to suppose that the private banker 
has disappeared with the growth of incorporated 
banking enterprises. Instead, he has merely ceased to 
occupy the whole field of banking as he did in the very 
early days, and has come to cultivate more thor- 
oughly one portion of it left relatively unoccupied by 
other banking institutions. His is simply another 
case of specialization, and the lines along which the 
business of the private banker has developed cause 
him to resemble the trust company rather than the 
commercial banker. The private banker is lai^ly 
engaged in financial rather than commercial oper- 
ations, and the term investment banker" is one 
which is frequently applied to the private banker. In 
the advertisement on opposite page, a prominent firm 
of private bankers set forth in their own way the kind 
of business in which they are engaged. It will be 
noticed that their appeal is strongly to the investor. 

Investment Services. 

Thus the private banker aims to secure the fullest 
possible information as to securities, and to put this 
information at the service of those having money to 
invest. If the person then becomes interested, the 




PRIVATE BANKERS 



373 



Banking Facilities and 
Investors' Service 



INVB8TOR8' SERVICE : We furnish to inTetton, free of charge, 
accurate descriptions and Information on securities, with 
earnings and financial reports on railroads and corporations. 

INVESTMENTS: From a large and carefulij selected list, we 
offer luTestment Securities in large or small amounts, and 
make up, when desired, special lists of iuTestments suit- 
able to the yarjing needs of private InTestors, trustees, 
banks and corporations. 

We ittTestlgate carefully our issues of InTestment Securities 
through technical, legal and financial experts, and have on 
file for inspection the detailed reports received. 

DEPOSITS : Receive accounts subject to cheque and allow Inter- 
est on daily balances at current rates. 

INTEREST AND DIVIDENDS : Collect and remit, free of charge, 
dividends and interest for account of clients. 

SAFE DEPOSITS: We receive securities for safe deposit In 
specially constructed vaults in the Building, furnished with 
every safeguard known to modem science. 

LOANS: We make and negotiate loans against collateral, for 
individuals, banks, corporations, railroads and firms, and 
underwrite issues of high-grade Investment Securities. 

STOCKS: As members of the New York Stock Exchange we 
execute orders for the purchase, sale or exchange of secu- 
rities in New York, and on the various exchanges in this 
country and abroad. 

FOREIGN: We issue Letters of Credit for Travelers, as well 
as our new and convenient Traveler's Cheques, and drafts 
on all parts of the world, furnish foreign money and pass- 
ports to travelers, and make collections and execute com- 
mission orders in foreign markets. 



BANKERS 

Street - - - Philadelphia 

Street New York 
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private banker is ready to sell him such bonds or 
stocks as he desires or, through his stock exchange 
connections, to obtain such securities for him. As 
members of the exchange, these firms are in a position 
also to sell or exchange securities in case the investor 
desires to make a change. As a further appeal to the 
investor, there is the service, offered wthout charge, 
of collecting interest and dividend payments for 
clients, as well as furnishing a safe deposit vault where 
securities may conveniently be stored in perfect 
safety, thus saving the purchaser any inconvenience 
or risk, and at the same time making it most likely 
that his future transactions will be entrusted to the 
same firm. 

Deposits With Private Bankers. 

Both the deposit and the loan services of the private 
banker are calculated to appeal to the same class of 
patrons. The investor finds it decidedly convenient 
to allow any funds which he may realize from time to 
time from the sale of securities, repayment of bonds, 
or dividend and interest payments, to remain in the 
hands of the investment banker until he finds another 
favorable opportunity for using them in the purchase 
of other securities. It is especially true, if, as here, 
he is permitted to check against this deposit account 
and to receive interest on such balances as remain un- 
disturbed from day to day. 

Loan Department. 

The loan department presents two distinct services 
to the patron of the private banker. First, it enables 
him to secure additional funds with which to make 
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puix^has^ It may be that he sees a particularly 
tempting opportunity to make a purchase, at a mo- 
ment when all his money is employed. He is glad to 
turn to his banker, from whom he can borrow the nec- 
essary sum upon the collateral which he holds in the 
form of stocks and bonds. The profit which he makes 
by buying at the most favorable moment will be large 
enough to leave him a net profit on the transaction 
after paying the banker interest on the loan. On the 
other hand, if he has surplus funds he may arrange 
through the banker to loan them to some other per- 
son who needs temporary accommodation, which he 
can secure upon collateraL 

Foreign Exchange. 

Even the foreign exchange feature of the business 
appeals to much the same class of patrons. A con- 
siderable amount of international trading in securi- 
ties go on, both by foreign investors here and by 
Americans abroad. The private banker's foreign 
draft is the most convenient method of making pay- 
ments on such transactions, and when the financier 
goes abroad in the summer, it is to his banker that 
ho again turns to get the readiest means of making 
payments in foreign countries, that is, the traveler's 
check or letter of credit. The private banker deals 
with the moneyed class just as the savings bank deals 
with the wage earner and the commercial bank deals 
with merchants and business men. We will now 
examine the nature of the private banker's business. 

Functions of the Private Banker. 

The wide difference between the ordinary com- 
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mercial bank and the private bank is shown by the 
fact that the fundamental functions which make up 
the business of a commercial bank are deposit, dis* 
count, and note issue, and not one of them is usually 
found in the private institution. Note issue is, of 
course, out of the question because of the provisions 
of the National Bank Act. Discount and deposit are 
practically excluded by the nature of the business 
engaged in. The private banker is not desirous of 
furnishing working capital to the community in ex- 
change for short time obligations drawn against the 
proceeds of commercial transactions, but rather in the 
financing of corporate enterprises, — ^the furnishing of 
permanent capital. This creates a peculiar form of 
service known as underwriting, which the private 
banker performs either alone or by forming a syn- 
dicate for the purpose. The underwriting of securi- 
ties is a well-established feature of present day busi- 
ness methods. By it the private banker discounts 
whole issues of corporate securities, much as the com- 
mercial banker discounts commercial paper. 

Underwritino. 

When a corporation desires to put out an issue of 
stocks or bonds it has two alternatives to choose 
from, as to methods. First, it can endeavor to sell 
these stocks and bonds direct to the public and thus 
secure the necessary money for starting a new busi- 
ness or reorganizing or extending an old one. But 
such a method is one which has many drawbacks. 
In the first place, the corporation is not organized 
for the sale of securities, but for. the conducting of 
some manufacturing business, transportation, or the 
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like. Their organization may be practically perfect 
for conducting such an enterprise, but it is special- 
ized in just those lines and has no particular fitness 
for the marketing of securities. The private banker, 
on the other hand, specializes in just this line. He is, 
therefore, thoroughly familiar with the best methods, 
and is equipped for supplying the funds which may 
be needed temporarily, and for getting in touch with 
that class of the public wl^ will become the ultimate 
purchasers of the securities. For this reason, in a 
large number of cases, the concern which desires to 
put out an issue of stocks or bonds will find it desir- 
able to have them underwritten by a private bank- 
ing firm or trust company. 

The Banker's Profit. 

When the private banker underwrites^ an issue of 
securities, he agrees to take the whole issue at a stipu- 
lated price. This price will be suflSciently below that 
which he believes that he can secure, so that it will 
leave to him a fair margin of profit. On the other 
hand, it is doubtful if the concern which is putting 
out the stocks or bonds could reap any larger net re- 
turn if it attempted to sell them direct. Let us 
suppose that it is a well-established company whose 
securities may confidently be expected to sell above 
par, say at 103. The banker would perhaps under- 
write such an issue at 98. This gives him a profit of 
$5 for every $100 of stocks or bonds sold, and if the 
issue sells readily, it may seem that the profit is un- 
duly large. But if the company attempted to market 
the securities itself, it would be put to the clerical 
expense which is now borne by the private banker 
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and in addition would very likely be obliged to take 
a lower price for at least a part of the securities. 

The Value of Ready Money. 

Time is one of the important elements in such a 
transaction and a corporation which is putting out a 
new issue of stocks and bonds for the sake of financing 
new construction, desires to have the proceeds of such 
a sale within a very short time and is, therefore, quite 
likely to find itself obliged to sacrifice them in order 
to effect a quick sale. The banker, however, has 
funds of his own and of his customers available for 
just such purposes, and if necessary can call upon 
other financiers or private bankers to unite with him 
in the form of a syndicate in order to furnish the 
funds as they are needed. A large private banking 
concern has an extensive patronage amongst investors 
and is, therefore, in a position to be of the utmost 
service to any company desiring to float a new issue 
of securities. 

Commercial Paper and Collaterals. 

There are, of course, some private bankers who also 
buy commercial paper, and there is no reason why 
they may not do so if they care to perfect the neces- 
sary organization for handling that class of business. 
In some States, however, foreign concerns conduct- 
ing business in this country are forbidden from en- 
gaging in such commercial banking transactions. Al- 
most all private bankers make extensive loans upon 
collateral security as an incidental part of their in- 
vestment business. We have already seen how such 
opportunities come naturally in their way. This is 
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one of several points in which the aetivities of private 
banben and bn^era touch ^ch other. Brcdsers are 
constantly loaning their available funds to their cus* 
tomers upon the collateral security of ihe stocks and 
bonds boi^ht, and to this extent the bndter acts as a 
banker. 

Bakkbbs and Bbosxbs. 

Indeed, many such concerns style themselves 
''Bankem and Brokers** or ''Brokers and Bankers", 
depending on which department is considered as the 
f undam^tal one. Bven the report of the Comptroller 
of the Current admits this difficulty in drawing the 
line between the two classes, and he says, that of the 
4,325 individuals or firms listed in bankers' directories 
as private banks, perhaps one-half of these are firms 
whose business is confined to brokerage and exchange. 
Private bankers very frequently find it profitable to 
hold membership in the exchanges for the purpose of 
trading for their patrons, and it is only a question of 
degree as to the name to be given to bankers doing 
a brokerage business and brokers doing a banking 
business. It will also be seen that the present devel- 
opment of the bond department of many of our com* 
mercial banks makes them i^proach somewhat more 
nearly to the form of the private banking firm. 

Small Deposft Accounts Not Wanted. 

Deposits are of the utmost importance to the com- 
mercial bank, but to the private banker they are only 
an incident. His principal business is to employ his 
own funds or those of his patrons in profitable invest- 
ment or other lines of business, and the large amounts 

84 
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of money necessary for such operations are not ac- 
cumulated by soliciting small individual deposits. In 
the case of the commercial bank, the capital repre- 
sents a comparatively small amount in contrast with 
the large bulk of deposits and in the same way the 
amount of money used by the bank for making long- 
time investments is comparatively small as contrasted 
with the large bulk which is employed in purchases 
of short-time commercial paper. But with the pri- 
vate banker, instead of a definite capital, he furnishes 
for investment his own extensive resources, together 
with those of such other persons as he can interest 
and persuade to handle their investments through his 
ofSce. In the course of this investment business, as 
we have seen, fiinds are from time to time released 
from one investment and stand as deposits upon the 
firm's books until such time as they may be advan- 
tageously reinvested. But such deposits are an in- 
cident rather than an object of primary considera- 
tion. The commercial banker builds up his deposit 
accoiint so that he may have fiinds available for use 
as opportunities present themselves for the purchase 
of commercial paper. The private banker, however, 
keeps his eyes open for opportunities of profitable 
security investments and when such an opportunity 
is presented he secures the co-operation of other per- 
sons with available funds to take advantage of it. 

Foreign Business. 

Besides the investment business the other field 
most commonly given over to private bankers is that 
of foreign transactions. Dealing in bullion or coins 
of other countries which was originally an important 
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part of a bank's work is now hardly found at all in 
the ordinary commercial bank, but is left largely to 
private banking concerns. This is due partly to the 
fact that private bankers very frequently have branch 
houses in other countries. Thus the three or four 
firms of private bankers in the United States who are 
prominent in the business of international banking 
have branch houses located in several of the European 
capitals and other important commercial cities. Like- 
wise, we have in New York and some of the other 
large cities in the United States, the branch houses or 
local representatives of large Canadian, English, 
French, German, and other foreign banking houses. 
For this reason it becomes much more convenient for 
such a private banking concern to issue foreign ex- 
change in the form of drafts, letters of credit, or 
travelers' checks, than for other banks not possessed 
of such a ready means of handling foreign transac- 
tions. This monopoly has been considerably lessened 
in late years by reason of the fact that travelers' 
checks are now issued by a large number of American 
banks through the agency of the American Banking 
Association, and are also put out by several promi- 
nent express companies. 
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